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EXECUTIVE SUMMARY

Tucson Electric Power Company (“TEP” or “Company”) is classified as a class “A” utility. TEP
1s a for-profit, certificated Arizona public service corporation that provides electric utility service
to various communities in Pima County, Arizona. On June 17, 2022, TEP filed an application with
the Arizona Corporation Commission (“Commission™) for a permanent rate increase. The TEP
corporate business office is located at 88 East Broadway Blvd., Tucson, AZ 85702.

UNS Energy is a subsidiary of Fortis Inc., the largest investor-owned electric and gas distribution
utility in Canada. UNS Energy is based in Tucson, Arizona and is the parent company of both TEP
and UniSource Energy Services (“UES”). TEP serves more than 432,000 customers in and around
Tucson, while UES provides natural gas and electric service to about 256,000 customers in northern
and southern Arizona. Electric service is provided through a UES subsidiary called UNS Electric,
Inc., while natural gas service is provided through a subsidiary called UNS Gas, Inc.

The Company utilized a test year ended December 31, 2021.

Rate Application denoted in thousands of dollars:

The Company-proposed rates, as filed, produce total operating revenue of $1.330 billion, an
increase of $234.111 million or a 21.36 percent increase, over adjusted test year revenue of $1.096
billion. The Company-proposed revenue will provide operating income of $275.844 million and a
5.25 percent rate of return on its proposed $5.251 billion fair value rate base (“FVRB”).

The Residential Utility Consumer Office (“RUCQO”) recommends rates that produce total operating
revenue of $1.228 billion, an increase of $132.766 million or a 12.11 percent increase, over the
RUCO-adjusted test year revenue of $1.096 billion. RUCO’s recommended revenue will provide
operating income of $236.068 million and a 4.65 percent return on the $5.072 billion RUCO-
adjusted FVRB (see RUCO Schedule 1).

RUCO recommends that all its adjustments be adopted.
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I. INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My name is Jeffrey M. Michlik. I am a Public Utilities Manager employed by the Arizona
Residential Utility Consumer Office ("RUCO™). My business address is 1110 West

Washington Street, Suite 220, Phoenix, Arizona 85007.

Q. Briefly describe your responsibilities as a Public Utilities Manager.

A. In my capacity as a Public Utilities Manager, I analyze and examine accounting, financial,
statistical and other information and prepare reports based on my analyses that present
RUCO's recommendations to the Arizona Corporation Commission ("Commission") on
utility revenue requirements, rate design, and other matters. I also provide expert testimony

on these same issues. In addition, I also supervise and review the work of other RUCO

analysts.
Q. Please describe your educational background and professional experience.
A. In 2000, 1 graduated from Idaho State University, receiving a Bachelor of Business

Administration Degree in Accounting and Finance, and I am a Certified Public Accountant
with the Arizona State Board of accountancy. I have attended the National Association of
Regulatory Utility Commissioners’ (“NARUC”) Utility Rate School, which presents for
study and review general regulatory and business issues. I have also attended various other

NARUC sponsored events.

I joined RUCO as a Public Utilities Analyst V in September of 2013. Prior to my
employment with RUCO, I worked for the Arizona Corporation Commission in the Utilities

Division as a Public Utilities Analyst for a little over seven years. Prior to employment with
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the Commission, I worked one year in public accounting as a Senior Auditor, and four years

for the Arizona Office of the Auditor General as a Staff Auditor.

Q. What is the scope of your testimony in this case?

A. I am presenting RUCO’s analysis and recommendations on Tucson Electric Power
Company (“TEP” or “Company”’) proposed revenue requirement for TEP’s application for
a permanent rate increase. I am also presenting testimony and schedules addressing,
operating revenues and expenses. RUCO witness Ms. Crystal Brown will be presenting
RUCO's rate base adjustments. RUCO witness Mr. John Cassidy will be presenting RUCO's
cost of capital analysis, and RUCO witness Mr. Bentley Erdwurm will be presenting
RUCO's recommendations on rate design. In addition, Mr. Erdwurm will also be addressing
the Company’s proposed regulatory assets related to Demand Side Management (“DSM”),
Electric Vehicle Infrastructure Investments, San Juan Materials. Mr. Erdwurm will also
address the Renewable Energy Standard Tariff (“REST”), Environmental Compliance
Adjustor (“ECA”) and Resource Transition Mechanism (“RTM”) which replaces the ECA.

Finally, Mr. Erdwurm will address rate case expense.

Q. What is the basis of your testimony in this case?

A. I performed a regulatory audit of the Company’s application and records. The regulatory
audit consisted of examining and testing financial information, accounting records, and
other supporting documentation and verifying that the accounting principles applied were
in accordance with the Commission-adopted Federal Energy Regulatory Commission

(“FERC”) Uniform System of Accounts (“USOA”).
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Q.
A.

I

How is your testimony organized?

My testimony is presented in four sections. Section I is this introduction. Section II
provides a background of the Company. Section III is a summary of the Company’s filing
and RUCO’s rate base, and operating income adjustments, and Section I'V presents RUCO’s

operating income recommendations.

BACKGROUND

Please review the background of this application.

TEP is classified as a class “A” utility. TEP is a for-profit, certificated Arizona public
service corporation that provides electric utility service to various communities in Pima
County, Arizona. On June 17, 2022, TEP filed an application with the Commission for a
permanent rate increase. The TEP corporate business office is located at 88 East Broadway

Blvd., Tucson, AZ 85702.

Can you provide additional background on UNS’ corporate structure?

UNS Energy is a subsidiary of Fortis Inc., the largest investor-owned electric and gas
distribution utility in Canada. UNS Energy is based in Tucson, Arizona and is the parent
company of both TEP and UniSource Energy Services (“UES”). TEP serves more than
432,000 customers in and around Tucson, while UES provides natural gas and electric
service to about 256,000 customers in northern and southern Arizona. Electric service is
provided through a UES subsidiary called UNS Electric, Inc., while natural gas service is

provided through a subsidiary called UNS Gas, Inc.

What is the test year that the Company has selected?

The Company has selected a test year ended December 31, 2021.
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Q.

III.

Has the Company not asked for recovery of an expense item as it did in its prior rate
case?

Yes. Directors & Officers (“D&O”) Liability Insurance.

What is D&O Liability Insurance?
D&O Liability Insurance is liability insurance that covers directors and officers for claims
made against them by shareholders or others for decisions they may make within the scope

of their responsibilities.

Did RUCO ask the Company for the amount incurred by Fortis the parent Company
and amount that was allocated to TEP in the test-year?

Yes, in RUCO data request 4.02.

What was the Company’s response?

The Company stated in response to RUCO data request 4.02:

“The Company objects to this request as irrelevant. D&Q expense incurred
by Fortis for its directors and officers is charged to TEP through the Fortis
management fee. TEP is not seeking recovery of Fortis management fees
in this rate case.”

SUMMARY OF FILING, RECOMMENDATIONS, AND ADJUSTMENTS

Please summarize the Company’s proposals in this filing.

The Company-proposed rates, as filed, produce total operating revenue of $1.330 billion,
an increase of $234.111 million or a 21.36 percent increase, over adjusted test year revenue
of $1.096 billion. The Company-proposed revenue will provide operating income of
$275.844 million and a 5.25 percent rate of return on its proposed $5.251 billion fair value

rate base (“FVRB").
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RUCO recommends rates that produce total operating revenue of $1.228 billion, an increase
of $132.776 million or a 12.11 percent increase, over the RUCO-adjusted test year revenue
of §1.096 billion. RUCO’s recommended revenue will provide operating income of
$236.068 million and a 4.65 percent return on the $5.072 billion RUCO-adjusted FVRB
(see RUCO Schedule 1).

Q. For the purposes of this rate case, has RUCO accepted the Company’s gross revenue
conversion factor of 1.3381?

A. Yes, as shown in RUCO Schedule 2.

Q. Has the Company asked for a fair value increment on its FVRB?
A. Yes. Mr. Cassidy, in his testimony, discusses why the Company should not be entitled to an

increase in non-investor funds.

Q. Please summarize RUCO’s rate base adjustments.
A. The five rate base adjustments are presented below and also discussed in the testimony of

RUCO witness Crystal Brown:

Rate Base Adjustment No. 1 — Post-Test Year Routine Plant — This adjustment removes

post-test year plant in the amount of $830,608 that was placed into service that RUCO
deems as routine and not necessary under criteria that the Commission identified in Decision

No. 71410.

Rate Base Adjustment No. 2 — Post-Test Year Plant Retirements — This adjustment removes

plant retirements and accumulated depreciation related to plant that was retired from

January 1, 2022, through June 30, 2022, in the amount of $89,954,490 for OCRB.
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Rate Base Adjustment No. 3 — Accumulated Depreciation — This adjustment removes

accumulated depreciation related to RUCO's plant adjustments. This adjustment decreases

OCRB accumulated depreciation by $3,200,812.

Rate Base Adjustment No. 4 - Cash for Working Capital — This adjustment decreases cash

working capital as a result of reflecting RUCO’s recommended operating expenses and
expense lag days in its cash working capital calculation. This adjustment decreases cash

working capital by $1,005,564.

Rate Base Adjustment No. 5 — Remove Regulatory Assets — This adjustment decreases the

regulatory assets by $35,392,313 to remove the Company’s proposed regulatory assets and
to increase the ADIT balance by $7,724,585 to remove the related ADIT adjustment.

Q. Please summarize RUCO’s operating revenue and expense adjustments that you are
sponsoring.
A. RUCO?’s thirteen operating income adjustment(s) are presented below:

Operating Income Adjustment No. 1 — Payroll Expense — Not used at the time of this filing.

Operating Income Adjustment No. 2 — Payment Card Processing Fees — This adjustment

reverses payment card processing fees in the amount of $2,744,491 that the Company wants

to spread to all customers, including those who do not pay their bills with credit/debit cards.

Operating Income Adjustment No. 3 — Board of Directors Fees — This adjustment recognizes

that Board of Directors Fees benefit both ratepayers and shareholders and therefore RUCO
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recommends a 50/50 sharing of this cost. This adjustment reduces adjusted test year Board

of Directors Fees by $356,137.

Operating Income Adjustment No. 4 — Short-Term Incentive Program — This adjustment

recognizes known and measurable expenses and benefits both ratepayers and shareholders
and therefore RUCO recommends a 50/50 sharing of this cost. This adjustment reduces the

adjusted test year short-term incentive program expense by $4,469,854.

Operating Income Adjustment No. 5 — Long-Term Incentive Program — This adjustment

removes costs that benefit the shareholders of the Company. This adjustment reduces the

adjusted test year long-term incentive program expense by $2,735,258.

Operating Income Adjustment No. 6 — Supplemental Executive Retirement Plant (“SERP™)

Expense — This adjustment removes SERP expense that RUCO believes should not be borne
by ratepayers, and is not necessary for the provision of electric services. This adjustment

reduces SERP expense by $1,459,808.

Operating Income Adjustment No. 7 — Severance Pay — This adjustment removes items that

RUCO believes should not be borne by ratepayers, and is not necessary for the provision of

electric services. This adjustment reduces severance pay by $907,395.

Operating Income Adjustment No. 8 — Industry and Membership Dues — This adjustment

recognizes that industry expenses benefit both ratepayers and shareholders and therefore
RUCO recommends a 50/50 sharing of this cost. This adjustment reduces industry dues by
$607,375.
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Operating Income Adjustment No. 9 — Other Membership Dues — This adjustment removes

other membership dues that are not necessary for the provision of electric services. This

adjustment reduces the Other Membership Dues expense by $96,986.

Operating Income Adjustment No. 10 — Depreciation Expense — This adjustment reduces

depreciation expense by $35,203,991 and is related to the adjustments previously mentioned

above in RUCQO’s summary of rate base adjustments.

Operating Income Adjustment No. 11 — Rate Case Expense — RUCO recommends that the

Company’s rate case expense of $1,270,000 be allocated in a different manner as described

in RUCQO’s rate design testimony.

Operating Income Adjustment No. 12 — Interest Synchronization Expense — This adjustment

synchronizes interest expense based on RUCO’s recommended rate base and weighted cost

of debt and increases adjusted test year taxes by $515,731.

Operating Income Adjustment No. 13 — Income Tax Expense — This adjustment increases

income tax by $12,102,232 to account for RUCO’s adjustments to operating revenues and

CXpeEnsces.
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IV.

RATE BASE

Fair Value Rate Base (“FVRB”)

Q.

Did the Company prepare a schedule showing the elements of a Reconstruction Cost
New Depreciated (“RCND”) Rate Base?

Yes. The Company derived its FVRB by taking the average of the Original Cost Rate Base
(“OCRB”) and RCND. This methodology has been accepted by the Commission in prior

decisions.

Has RUCO presented its schedules to reflect OCRB, RCND and FVYRB?
Yes. For purposes of this presentation, RUCO has used the Company’s OCRB information

as the starting point for RUCO’s determination of the Company’s FVRB.

Rate Base Summary

Q.
A.

Please summarize RUCO’s adjustments to the Company’s OCRB.

RUCO’s adjustments to the Company’s rate base resulted in a net decrease of $122,659,202,
from $3,625,147,888 to $3,502,488.686 the decrease was primarily due to the following
RUCO adjustments: (1) Post-Test Year Routine Plant, (2) Post-Test Year Retirements, (3)
Accumulated Depreciation, (4) cash working capital, and (5) removal of regulatory assets,

as shown on RUCO Schedules 4 and 5.

For those RUCO adjustments that affect not only the OCRB but also RCND, has
RUCO also presented this information?
Yes, if an adjustment affects not only the OCRB, but also the RCND, RUCO has shown the

effects on the same schedule.
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V.

For an in-depth discussion of the individual rate base adjustments please see the Direct

Testimony of RUCO witness Mrs. Crystal Brown.

OPERATING INCOME

Operating Income Summary

Q.

What are the results of RUCO’s analysis of test year revenues, expenses, and operating
income?

RUCO’s analysis resulted in adjusted test year operating revenues of $1,096,191,843,
operating expenses of $959,344,574 and operating income of $136,847,270, as shown on
RUCO Schedules 13 and 14. RUCO made thirteen adjustments to operating income, as

presented below.

Operating Income Adjustment No. 1 — Payroll Expense

Q.

Did the Company, in its last rate case, ask ratepayers to pay for estimated employee
salaries increases two years past the test year?

Yes.

Is the Company proposing the same in this rate case?

No.

What is the Company proposing in this case?

Based on the Company’s Pro-forma Income — Payroll and Benefits adjustment, the
Company is proposing a 3.00 percent increase for 2022 and a 3.00 percent increase for 2023
for unclassified workers. The Company is also proposing a 2.75 percent increase for 2022

and a 3.00 percent increase for 2023 for union workers, as illustrated in the table below:

-10-
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TEP Unclassifed Merit Budget EE Count Total Actual| Notes |
2021 2.00%] 874 2.11%)
2022| 3.00% 832 2.90% |
2023| 3.00% | 830 |Projected |
TEP Classifed (Union) Wage Budget EE Count Total Actual . Notes
2021 2.95%| 801 2.95% | Count as of 1/1/21; transitioned many SES union to TEP union
2022 2.75% 797 2.75% Count as of 1/1/22
2023 3.00% 730 | Projected
Combined Avg Weighted Classified
actual 2022 | 2.82% |
projected 2023 3.00% 1.46%

Please briefly explain the Company’s methodology.

The Company averaged the 2020 amount of $102,588,610 and 2021 amount of
$105,821,948 Operations and Maintenance (“O&M”) wages to derive O&M wages of
$104,205,279. The Company next increased this total by 2.82 percent (the combined
average in the table above) to increase O&M wages to $107,147,312 the estimated 2022
amount, and finally increased the $107,147,312 by 1.46 percent (the Union amount only in
2023) to derive the estimated 2023 amount of $108,714,839. The result is an increase of
$4.,940,752 (i.e., $93,964.269 - $89,023,517) or 5.55 percent. When the percentage that
must be allocated to capital $(467,286) and the increase to pension and benefits $658,483
are reflected, the net result is $5,131,948 (i.e., $4,940,752 - $467,286 + $658,483 =
$5,131,948). This amount is then allocated using the ACC jurisdictional ratio of .808316

for a total pro-forma adjustment of $4,148,239.

What did the Commission state in Decision No. 77856 (dated 12/31/20)?
The Commission stated, “We agree with Staff’s reasoning and adopt its recommendation

to disallow TEP's proposed 2.725 percent wage increase for non-union employees in 2020. "

;G
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Q.
A.

Does RUCO agree with the Company’s calculation of the Pro-forma amount?
No. The Union percentage is not known and measurable at this time. However, the

Company’s position is consistent with Decision No. 77856.

What is RUCO’s recommendation?
RUCO recommends no changes for now, however, a true-up may be necessary in
Surrebuttal testimony, and TEP must provide the union contract authorizing the 3.00 percent

increase for union employees for 2023.

Operating Income Adjustment No. 2 — Reverse Payment Card Processing Fees

Q.

Has the Company proposed that all customers pay for payment processing fees even
if they do not use the service, yet again?

Yes.

What has the Company proposed in this case for payment processing fees?
The Company has proposed to spread the credit and debit card processing fees to all

customers, as the Company stated:

“Many of our customers have expressed frustration over TEP's practice of
charging fees for credit or debit card payments. These fees pose a particular
burden to low-income customers, particularly those without bank accounts
who cannot send checks through the mail or make free online payments
through our website or mobile app. These forms of payments require third-
party service providers, and the costs of these services are borne by
customers, as they are not currently included in our rates. The Company is
asking for the flexibility to revise its payment policy and eliminate most
fees currently paid for by customers if they choose to pay their bill by credit
or debit card, or in-person at Walmart or other retail locations.”"

! See the Direct Testimony of Company Witness Lynne Peterson, page 10, lin13.
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Q. What is the amount that the Company is requesting be recovered by all ratepayers in
this case?
A. Based on the Company’s Pro-forma Income — Payment Processing Fees adjustment the

Company is requesting $2,744,491 as illustrated in the table below:

Estimated Cost | Estimated Cost | Est.%lnc.- Est.%inc.- Est.%lnc, -
{testyearvolume]  (Year1) Yearl Year2 Year3

Walkein | CHECKFREE  BERCHLC ot 62,182 | $1.50-52.99 1% 124,364 | § 217,637 | 50% 75%i
Credit/Deblt | KUBRA ents: i s195/$995 | iS5 23093241 50%! 75%] 100%
| Woelk-in _ WESTERN UNION ots 49,721 51.95-52.99 1§ 124303 | $ 217,529 | 50%! 75%! 100%

TEP Year Summary 2021 Total ' Cost/Transaction

Pro forma adjustment

Q. In essence has the Company continued to advocate for the “socialization” of these
payment costs?

A. Yes. This proposal, which the Company refers to as “socialization,”? is inconsistent with
the cost causation principle, which requires that costs be borne by the customers who cause

the utility to incur the cost (i.e., cost-causers).

Q. Has the Company advanced this socialization policy in its prior two rate cases?

A. Yes. In Docket Nos. E-01933A-15-0322 and E-01933A-19-0028.

Q. Was there ever a fully litigated decision in those cases?
A. No. Docket No. E-01933A-15-0322 resulted in a settlement agreement, and the payment

processing fees were withdrawn before the hearing in Docket No. E-01933A-19-0028.

Q. Did the Company acknowledge that there are no cost ways for customers to pay their
bills, as it did in prior rate cases?

A. Yes, the Company acknowledged in response to RUCO data request 6.06(a) that:

2 Ibid, page 14, line 7.
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“Auto Pay is a free payment option that allows a customer to have their bill
automatically paid by/deducted from the customer’s checking or savings
account.”

Further, the Company admitted that:

“Auto Pay is a customer choice and convenience payment offering that
helps them avoid paying for postage or one-time transaction fees from a
third party. Customers must choose to enroll in this payment option as the
Company does not automatically enroll anyone on Auto Pay. We believe
customers enrolled in Auto Pay are customers who choose to pay timely
regardless of payment options.”

What is RUCO’s recommendation?

RUCO recommends denial of this unnecessary cost shift because it is not based on cost of
service — cost causation; second, the adjustment incorporates estimates of future years that
are not known and measurable; third, the Company has not shown that they are harmed
financially under the current methodology; fourth, the adjustment discriminates
unnecessarily among customer classes; and fifth, a fundamental tenet of sound ratemaking
is to avoid cross subsidization when possible and especially when there is no sound policy
justification. RUCO has reversed the Company’s latest proposal and eliminated the payment

processing fees again in the amount of $2,744,491, as shown in RUCO Schedule 16.

Any concluding remarks?

Yes. The Company could offer a small discount or one time discount to those customers
who sign-up or use TEP Auto Pay and TEP e-bill. This could be both a benefit for the
Company and customers. The Company would benefit by reducing the billing processing
costs. The Company indicated in response to RUCO data request 6.08 (a), that “The average
cost for printing and mailing a bill is $0.64 compared to $0.01 for e-bill.” This would also

address the one-time transaction fees from third-party payment processing companies.

-14-
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Operating Income Adjustment No. 3 — Board of Directors Fees

Q.

Has the Company asked to recover 100 percent of its Board of Directors Fees from
ratepayers?

Yes.

What is the amount that the Company is seeking to recover from ratepayers?
Based on the Company’s response to RUCO data request 1.46, the Company is seeking a

total of $824.,009, and $712,273 on an ACC jurisdictional basis.

Whose interest do the Board of Directors (“Board”) represent?
In general, the Board sets broad policies and makes important decisions as a fiduciary on

behalf of the Company and its shareholders.

Did RUCO also ask if any of the Board of Directors also held stock in Fortis Inc.?

Yes, in RUCO data request 4.06.

What was the Company’s response?

The Company stated in their response to RUCO data request 4.06:

“The Company objects to the question as irrelevant. However, without
waiver of objection, to the Company’s knowledge current UNS Energy
Corporation Directors James Reid, Jocelyn Perry and Gary Smith own
Fortis stock, the amounts of which are reported and available in Fortis’
publicly filed reports. UNS Director Susan Gray also owns Fortis stock, the
specific number of which is not publicly available. The Company does not
have information on whether the remaining directors own Fortis stock since
ownership is not required nor a component of their compensation.™

-15-
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Q. Does RUCO agree that this information is irrelevant?

A. No. Several of UNS Board of Directors are identified as Fortis Inc. insiders, which is public
information. Also, several of the Board of Directors at the UNS Energy level are also on the
Board of Directors at the Fortis Inc. level. As a result, the directors may not be acting
primarily in the interest of ratepayers, but rather in the interest of the Company and

shareholders.

Q. How has the Commission treated Board of Directors fees recently?

A. The Commission in Decision No. 78644 (dated July 27, 2022) stated:

“Neither RUCO nor Staff argues that compensating a board of directors is
an inappropriate expense to be recovered from ratepayers. We agree that
having a board of directors is a cost of doing business as a publicly traded
company. The benefits noted by the Applicants from being listed on a major
stock exchange, such as refinancing debt, reducing interest rates by 200
basis points, raising $37 million in new equity, and establishing a platform
to raise additional capital at favorable rates when needed, require GWRI to
have a board of directors. Because it 1s a cost of doing business for which
there is insufficient evidence demonstrating it primarily benefits ratepayers
or shareholders, we find that Staff and RUCO's recommendation of a 50/50
sharing is reasonable. For that reason, we adopt Staff's recommended
adjustment removing 50% of board cash and DSU compensation and
disallowing 100% of unrealized gain on DSUs from Miscellaneous
expense.””

Q. Did the Public Utilities Commission (“PUC”) of Nevada also agree that the board of
directors' compensation be shared equally between ratepayers and shareholders?
A. Yes, in Docket No. 20-02023 (Southwest Gas Corporation) the PUC of Nevada stated the

following:

3 See page, 84 line 3 of Decision No. 78644.
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Q.
A.

“Regarding BOD expenses, the Commission accepts Staff and
BCP's recommendation to disallow 50 percent of the BOD expenses in
order to share the costs equally between ratepayers and sharecholders. The
Commission finds that the evidence on the record supports benefits to both
ratepayers and shareholders. In SWG's last GRC, the Commission allocated
SWG's BOD compensation equally between shareholders and ratepayers,
however, the Commission did not address Board meeting costs or expenses.
The Commission finds that because it is reasonable to split expenses
equally between ratepayers and shareholders, as well, given that both
groups benefit from the actions of BOD. The BOD's oversight is
intended to ensure that SWG is operating in a manner that will result
in safe, reliable, and adequate service, which benefits ratepayers.
Efficient operation of the Board should also increase the value of SWG,
which benefits shareholders in the form of increased stock value and
earnings per share. The reasonable costs of the Board meetings
themselves, including the costs for airfare and vehicle transportation, hotel
accommodations and meal expenses, are most reasonably split equally
between ratepayers, and shareholders."* (Emphasis added)

What is RUCO’s recommendation?
Based on the fiduciary duty to shareholders, and recent Commission Decisions, RUCO

recommends a 50/50 sharing of Board of Directors Fees, as shown in RUCO Schedule 17.

Operating Income Adjustment No. 4 — TEP Short-Term Incentive Program or Performance

Enhancement Program (“PEP”)

Q.

Has the Company asked for ratepayers to fund 100 percent of its incentive
compensation program yet again?

Yes.

Briefly describe the PEP?
According to the Company’s response to Uniform Data Request (“UDR”) Employee

Compensation and Benefit Information (“ECB”) - 1.013, Incentives:

4 https://pucweb] .state.nv.us/PUC2/DktDetail.aspx
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“All TEP non-union employees participate in UNS’s short-term incentive
program (“PEP”), which is tied to annual compensation.

The PEP performance targets and weighting are based on factors that are
essential for the long-term success of the Company and are identical to the
performance objectives used in its performance plan for other non-union
employees. In 2021, the objectives were (i) Efficient Growth; (ii) Valued
Customers; (ii1) Thriving Employees; and (iv) Social Impact, which include
both quantitative and qualitative measures. The Compensation Committee
of the Board of Directors selected the goals and individual weightings for
the 2021 PEP to ensure an appropriate focus on profitable growth and
expense control, as well as operational and customer service excellence,
safety and inclusivity for employees, and sustainability. This balanced
scorecard approach encourages all employees to work toward common
goals that are in the interests of UNS’s various stakeholders [emphasis
added]. The outcomes of these efforts all benefit our customers in the long
run.

The financial and other metrics for the Company’s 2021 Short-Term
Incentive Compensation program were:

* Efficient Growth — 40%
* Net Income — 30%
* Cash Flow from Operations — 10%
* Valued Customers — 25%
* System Average Interruption Duration Index (SAIDI) — 10%
* Performance on JD Power Survey — 10%
* O&M —2021 Actuals vs. Target — 5%
* Thriving Employees — 25%
« Safety Report Responses — 10%
* Total Recordable Incident Rate — 5%
* Diversity, Equity & Inclusion (DEI) — 10%
* Social Impact — 10%
* Sustainability — 10%”

Q. What is the total amount of the PEP expenses reported in UDR Internal and External
Reporting (“IER”) - 1.016 presumably the 40 percent that the Commission disallowed
in the last rate case?

A. The Company states this amounted to $4,573,003 in overall expenses, and $3,823,356 in

Arizona Jurisdictional expenses.
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Q.
A.

What is the amount reported for the test year?

Based on the Company’s pro-forma adjustment the amount is $10,850,555.

Did RUCO ask the Company to reconcile these two numbers?
Yes, in RUCO data request 6.1.

Please reconcile the differences between the two amounts?

Based on the Company’s response to RUCO Data Request 6.1, the pre-jurisdictional amount
shown in the UDR of $3,573,003 represents 40 percent of the 3-year average of short-term
incentive compensation expense for the years ended December 31, 2019 ($10,422,075),

2020 ($10,690,381) and Test Year 2021 ($11,059,723).

Derived as follows: (10,422,075+10,690,381+11,059,723)/3 = §$10,724,060 *40 =
$4,289,624 plus payroll tax $32,172,189 = §4,573,003.

Did the Company also decrease the test year amount of $10,850,556 by $97,759 to
normalize it to the three-year average of $10,724,060?

Yes.

Does PEP benefit both ratepayers and shareholders?

Yes. As the Company stated above.

Has the Commission historically recognized this concept?

Yes.

Decision No. 68487 (dated February 23, 2006) — "In Decision No. 64172,
the Commission adopted Staff’s recommendation regarding MIP expenses

-19-
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based on Staff’s claim that two of the five performance goals were tied to
return on equity and thus primarily benefited shareholders. We believe that
Staff’s recommendation for an equal sharing of the costs associated with
MIP compensation provides an appropriate balance between the benefits
attained by both shareholders and ratepayers. Although achievement of the
performance goals in the MIP, and the benefits attendant thereto, cannot be
precisely quantified, there is little doubt that both shareholders and
ratepayers derive some benefit from incentive goals. Therefore, the costs
of the program should be borne by both groups and we find Staff’s equal
sharing recommendation to be a reasonable resolution."

Decision No. 70011 (dated November 27, 2007) - "We believe that Staff’s
recommendation provides a reasonable balancing of the interests between
ratepayers and shareholders by requiring each group to bear half the cost
of the incentive program. As RUCO points out, the program is comprised
of elements that relate to the parent company's financial performance and
cost containment goals, matters that primarily benefit shareholders."

Decision No. 70360 (dated May 27, 2008) - "Consistent with our finding in
the UNS Gas rate case (Decision No. 70011 at 26-27), we believe that Staff's
recommendation provides a reasonable balancing of the interests between
ratepayers and shareholders by requiring each group to bear half the cost
of the incentive program."’

Decision No. 70665 (dated December 24, 2008) - "in the last Southwest Gas
rate case, as well as several subsequent cases we disallowed 50 percent of
management incentive compensation on the basis that such programs
provide approximately equal benefits to shareholders and ratepayers
because the performance goals relate to Financial performance and cost
containment goals as well as customer service elements. (Decision No.
68487 at 18.) In that Decision, we stated: In Decision No. 64172, the
Commission adopted Staff's recommendation regarding MIP expenses
based on Staff’s claim that two of the five performance goals were tied to
return on equity and thus primarily benefited shareholders. We believe that
Staff’s recommendation for an equal sharing of the costs associated with
MIP compensation provides an appropriate balance between the benefits
attained by both shareholders and ratepayers. Although achievement of the
performance goals in the MIP, and the benefits attendant thereto, cannot be
precisely quantified, there is little doubt that both shareholders and
ratepayers derive some benefit from incentive goals. Therefore, the costs
of the program should be borne by both groups and we find Staffs equal
sharing recommendation to be a reasonable resolution. (Id.) We believe

3 See page, 18 line 4 of Decision No. 68487.
6 See page, 27 line 1 of Decision No. 70011.
7 See page, 21 line 1 of Decision No. 70360.
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the same rationale exists in this case to adopt the position advocated by
Staff and RUCO to disallow 50 percent of the Company's proposed MIP
costs."

Decision No. 71914 (dated September 30, 2010) - "We believe that the Staff
and RUCO recommendations, to require a 50/50 sharing of incentive,
compensation costs, provide a reasonable balancing of the interests
between ratepayers and shareholders. The equal sharing of such costs
recognizes that the program is comprised of elements that relate to the
parent company's financial performance and cost-containment goals,
matters that primarily benefit shareholders, while at the same time
recognizing that a portion of the program's incentive compensation is based
on meeting customer service goals. This offers the opportunity for the
Company's customers to benefit from improved performance in that area.”

Decision No.77147 (dated April 16, 2019) — “We also believe that the
interim revenue increases should not be higher than those authorized in the
ROO, as corrected by EPCOR. In addition, at the January 25, 2019, Open
Meeting, the Commission voted 3-to-l to pass an amendment splitting the
incentive pay equally between ratepayers and shareholders. Thus, we find
that the revenue requirements from the Districts should reflect a reduction
in the incentive pay expense from 90 percent to 50 percent. This reduction
for incentive pay shall also include a reduction from the allocated costs of
incentive pay on the parent level. "’

Decision No. 77850 (dated December 17, 2020) — “We agree with Staff and
RUCO that incentive compensation based on profitability benefits
shareholders and not ratepayers. As a result, we find that Staff’s
recommendation to disallow the 40 percent of the MIP related to net income
is appropriate under the circumstances. Accordingly, we adopt Staffs
proposed adjustment to MIP expense as well as the corresponding
adjustments to tax.”"!

Decision No. 78644 (dated July 27, 2022) — “We agree with the Global
Water Ulilities that incentive compensation based solely on financial
performance benefits shareholders and not ratepayers. To that end, we find
that Staff’s recommendation, which the Global Water Utilities accepted, to
remove 100% of PSU compensation as it inures solely to the benefit of
shareholders, is reasonable and should be adopted.

8 See page, 16 line 3 of Decision No. 70665.

? See page, 28 line 19 of Decision No. 71914,
10 See page, 19 line 23 of Decision No. 77147.
' See page, 45 line 11 of Decision No. 77850.
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We are not persuaded that the categorical metrics emploved by the
Applicants' incentive compensation plan achieves such a clearly delineated
allocation of benefits between ratepayers and shareholders, however. The
Global Water Utilities only recognize efficient service as a category that
primarily benefits shareholders while they deem ratepayers to be the
primary beneficiaries of strong customer service, safe operations, and
prudent capital investments. We disagree. Shareholders also benefit from
high performance in these categories. Excellent customer service avoids
disputes and improves public good will toward the utility, while safe
operations reduce the risk of work injuries and concomitant insurance
costs. Further, prudent capital investments benefit the shareholder by
ushering more plant into rate base on which returns can be earned
[emphasis added]. Just so, ratepayers also benefit from efficient service
because greater efficiency translates into lower operating costs that must
be recovered in utility rates.

Testifying for the Global Water Utilities, Ms. Ellsworth explained the
Applicants' view that for purposes of allocating performance incentive
compensation costs, ratepayers are the primary beneficiary when the
benefit obtained from the incentive is good specifically for customers. When
asked to clarify the allocation of benefit between shareholders and
ratepayers for each program category, however, Ms. Ellsworth admitted
that shareholders benefit from good worker performance in each of the
program categories.

For these reasons, we agree with RUCO's and Staffs position that a 50/50
sharing of nonexecutive incentive compensation is reasonable.
Accordingly, we adopt Staff's recommended adjustments to Salary and
Wages expense.”!?

Further, in some rate cases performance pay or bonus pay has been completely disallowed

by the Commission.

Decision No. 71865 (dated August 31, 2010) - "We agree with Staff that the
performance pay, or bonus pay, should not be included as part of expenses
included in rates.""

Decision No. 74568 (dated June 20, 2014) - 'We agree with Staff that the
Company failed to quantify or justify its proposed recovery of incentive pay,

12 See page, 80 line 20 of Decision No. 78644
13 See page, 27 line 8 of Decision No. 71865.
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and disagree with RUCO that half of the incentive pay request should be
allowed.""*

(Footnotes From Decisions Cited Omitted).

What did the Commission conclude in the Company’s last rate case, Decision No. 77850
(dated December 31, 2020)?

“We agree with Staff, AECC, and RUCO that incentive compensation based on profitability
benefits shareholders - not ratepayers, thus, that portion of the PEP expense should be
eliminated from Payroll Expense. Further, we agree with Staff's conclusion that removal of
40 percent of PEP expense is the appropriate adjustment for this expense. Accordingly, we

find that 40 percent of TEP's proposed PEP expense should be removed.”"?

Does setting up an “at risk” component that is added to the base salary of employees
also benefit the Company?

Yes. For example, if it is determined that the market value of an employee is $60,000, the
at-risk portion is $10,000 and base salary is $50,000, and the employee is terminated
halfway through the year the Company would have only paid $25,000 instead of $30,000.
Then obviously, the Company’s forecasted market value was overestimated, and this at-risk

component adds a safeguard for the Company.

Likewise, the Company controls the amount of the PEP bonus paid. If the employee is
underperforming, little or no bonus may be given. If the employee is over performing a

larger bonus may be given.

14 See page, 25 line 14 of Decision No. 74568.
15 See page 85, line | of Decision No. 77856.
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In addition, the at-risk component also provides the Company with financial flexibility in
the event of a cash flow shortage. The Company can pay lower PEP bonuses or depending
on the situation, give no PEP bonus. Any portion of the PEP bonuses not awarded would
flow to the shareholders. As noted in the Company’s last rate case, the Company, in its
discretion, may adjust the amount of any Award payable pursuant to the Plan or may, in its
discretion, determine that ne Awards will be paid for a Plan Year, commonly referred to
as the funding level. In addition, individual Awards may vary, at the sole discretion of the

Company, based on the individual’s performance and other factors.

Has the Company offered any new testimony regarding the short-term incentive plan
that would cause the Commission to depart from its long history of sharing the benefits
of short-term incentive pay or in some cases not authorizing any short-term incentive
pay?

No.

What is RUCO’s recommendation?

RUCO recommends that short-term incentive compensation expense be reduced by 50
percent or $4,469,854 after application of the ACC jurisdictional ratio, as shown in RUCO
Schedule 18.

Operating Income Adjustment No. 5 — Long-Term Incentive (“LTI") Compensation Program

Has the Company asked for ratepayers to fund 100 percent of its Long-Term Incentive
compensation yet again?

Yes.
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Q.
A.

Briefly describe the LTI Compensation Program?

“The Long-Term Incentive Compensation ("LTI") program is comprised of Performance
Share Units ("PSU") and Restricted Stock Units ("RSU"). The program is designed to: (1)
place a focus on long-term performance, linking a portion of the compensation of executive
officers to the achievement of multi-year financial results, and (2) serve as a retention tool
for executive talent. These objectives are achieved by a three-year vesting schedule inherent
in each annual LTI award. The PSUs will result in cash compensation to the extent that the
three-year cumulative financial target is achieved. RSUs also pay out in cash and vest over
three years to serve as a retention tool, officers may request RSUs be paid out in Fortis Stock

in lieu of cash.”'®

What is the amount of LTI expense that the Company is requesting to be recovered by
ratepayers in this case?

The Company in UDR 1.016¢ indicated a total of $3,164,190 on a company-wide basis and
$2,735,258 on a jurisdictional bias.

What was the amount recorded in the test year?

Based on the Company’s pro-forma LTI adjustment the test year amount is $3,075,005.

Did RUCO ask the Company to reconcile these two numbers?
Yes, in RUCO data request 6.2.

Please explain the differences in the two amounts?
Based on the Company’s response to RUCO Data Request 6.2, the pre-jurisdictional amount

shown in the UDR of $3,164,190 represents the 3-year average of long-term incentive

16 See the Direct Testimony of Company Witness Brian F. Brumfield, page 19, line 1.
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compensation expense recorded in FERC 920 for the years ended December 31, 2019

($3,423,953), 2020 (52,993,611) and the Test Year 2021 ($3,075,005).

Q. Did the Company also increase the test year amount of $3,075,005 by $89,185 to
normalize it to the three-year average of $3,164,190?

A. Yes.

Q. Who is eligible for the LTI?
A. According to Company UDR ECB 1.014, Officers of UNS who provide services to TEP are

eligible to participate in the long-term incentive program.

Q. What concerns does RUCO have with the LTI expense?

A. They are the same concerns RUCO expressed in the last several rate cases filed by TEP.

First, the LTI expense is already limited to adequately compensated individuals.

Second, unlike the short-term incentive PEP program mentioned above, the compensation
is tied to financial performance, which benefits the Company and its shareholders. There is

nothing tied to benefits like reliability and quality of service for its ratepayers.

Third, if the program is successful and generates additional earnings for the Company, the
Company should use its earnings to fund the on-going program, and not ask that the burden

be placed 100 percent on ratepayers.

Fourth, the LTI compensation of the Company executive is tied to a three-year period related

to the financial statements and to the Company's stock price, this creates an incentive for
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the employee to make business decisions from the perspective of shareholders, and
therefore, there is an alignment of interest between the Company executives and its

shareholders.

Fifth, and perhaps most importantly, ratepayers should not have to pay for several plans

which serve the same purpose — rewarding executive compensation.

RUCO believes it is not appropriate to ask ratepayers to bear the costs of incentive plans
designed to encourage utility executives to put the financial interest of its shareholders
ahead of its ratepayers. Especially since the financial statements are strengthened by
increases in utility rates and underlying adjustor mechanisms. Higher rates are beneficial

for shareholders while higher rates are detrimental to ratepayers.

While cost containment is important to ratepayers, RUCO expects the Company, as part of
the regulatory compact, to act in the best interest of its customers and control costs with or

without an incentive compensation program.

Q. Does it matter if the LTI plan is reasonably benchmarked with other peers?
A. No, it does not matter that the Company's financial-based incentives are set at a reasonable
level, if it is determined by the Commission that these costs are not reasonable for

ratemaking purposes, as this Commission has done in the past.

Q. How has the Commission treated LTI plans in the past?

A. Decision No. 70360 (dated May 27, 2007):

“We agree with Staff that test year expenses should be reduced to remove
stock-based compensation to officers and employees. As Staff witness
Ralph Smith stated, the expense of providing stock options and other stock-
based compensation beyond normal levels of compensation should be borne

o
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by shareholders rather than ratepavers (Ex. S8-38, at 34). The
disallowances of stock-based compensation are consistent with the most
recent rate case for Arizona Public Service Company (Decision No.
69663.)""7

Decision No. 77850 (dated December 17, 2020) — “We find that the RSUP
is exclusively tied to the Company's future financial results and that the
associated costs should therefore be disallowed, as both Staff and RUCO
recommend. To the extent that shareholders wish to compensate SWG
management for its enhanced earnings, they may do so, but it is not
appropriate for the utility's ratepayers to provide such incentive and
compens%ﬁon‘ Accordingly, we adopt the adjustment proposed by Staff and
RUCO.”

Q. Did the Company request recovery of LTI costs in its last rate case?

A. Yes.

Q. What did the Commission decide in Commission Decision No. 77856 (dated December

31, 2020) TEP’s last rate case.

A. The Commission stated:

“Based on the arguments presented, we find that it is reasonable to exclude
LTI program costs from operating expenses.”

Q. Has the Company offered any new testimony in regard to the LTI Compensation Plan,

that would cause the Commission to depart from its long-history of removing all of the

LTI pay?
A. No.

7 See page, 22 line 22 of Decision No. 70360.
18 See page, 46 line 20 of Decision No. 77850.
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Q. What is RUCO’s recommendation?
A. RUCO recommends the removal of all LTI expense in the amount of §2,735,258, as shown

in RUCO Schedule 19.

Operating Income Adjustment No. 6 — Supplemental Executive Retirement Plan (“SERP”) Expense

Q. What is a SERP?

A. The Company defines SERP as “The qualified pension retirement plan, which covers all
TEP employees, is subject to IRS limitations on the amount of compensation that can be
taken into account on the amount of benefits that can be provided. The non-qualified SERP
provides the retirement benefits to executive officers that would have been provided under

the qualified retirement plan had the limitations not applied. "’

Q. What is the amount of SERP expense that the Company is requesting be recovered by
ratepayers in this case?
A. The Company in UDR IER 1.016¢ indicated a total of $1,688,728 on a company wide basis

and $1,459,808 on a jurisdictional bias.

Q. What was the amount reported on the actuary report for TEP?
A. $1,990.486.

Q. Did RUCO ask the Company to reconcile these two numbers?

A. Yes, in RUCO data request 6.3.

Q. Please explain the differences in the two amounts?

A. The Company stated in response to RUCO data request 6.3:

1 See the Direct Testimony of Company witness Brian F. Brumfield, page 13, line 5.
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“The difference between the TEP SERP amount of $1,990,486 per actuary
report and the prejurisdictional amount of $1,688,728 per UDR is due to
allocations to UNS Gas and UNS Electric.”

Q. Does RUCO agree that ratepayers should pay for these costs?

A. No. RUCO does not consider the cost of supplemental benefits for high-ranking officers
necessary to the provision of electric service. Company officials are already fairly
compensated for their work and are provided with a wide array of benefits including a
medical plan, dental plan, life insurance, long term disability, paid absence time, and a
retirement plan. RUCO believes that any excess or additional perks given to a select group

of employees should be borne by the Company’s shareholders, and not ratepayers.

Q. Has the Commission disallowed SERP in prior rate decisions?

A. Yes.

Decision No. 68487 (dated February 23, 2006) — “We agree with RUCO'’s
position on this issue. Although we rejected RUCO's arguments on this
issue in the Company'’s last rate proceeding, we believe that the record in
this case supports a finding that the provision of additional compensation
to Southwest Gas ' highest paid employees to remedy a perceived deficiency
in retirement benefits relative to the Company’s other employees is not a
reasonable expense that should recovered in rates. Without the SERP, the
Company'’s officers still enjoy the same retirement benefits available to any
other Southwest Gas employee and the attempt to make these executives
“whole” in the sense of allowing a greater percentage of retirement benefits
does not meet the test of reasonableness. If the Company wishes to provide
additional retirement benefits above the level permitted by IRS regulations
applicable to all other employees it may do so at the expense of its
shareholders. However, it is not reasonable to place this additional burden
on ratepayers. "

Decision No. 69663 (dated June 28, 2007) - “APS has not demonstrated any
reason to treat the SERP expense for its SERP eligible employees any
differently than our determination of SERP expenses associated with SWG

20 See page, 19 line 7 of Decision No. 68487.
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employees. Accordingly, we find that the SERP expense should not be
recovered from APS ratepayers, and accordingly, will reduce operating
expense in the amount of $3,931,467. 7!

Decision No. 70011 (dated November 27, 2007) - “We disagree with the
Company's argument that disallowance of the SERP costs effectively allows
the IRS to dictate what compensation costs should be recovered. As was
clearly stated in the passage cited above, the issue is not whether UNS may
provide compensation to select executives in excess of the retirement limits
allowed by the IRS, but whether ratepayers should be saddled with costs of
executive benefits that exceed the treatment allowed for all other employees.
If the Company chooses to do so, shareholders rather than ratepayers
should be responsible for the retirement benefits afforded only to those
executives. We see no reason to depart from the rationale on this issue in
the most recent Southwest Gas rate case, and we therefore adopt the
recommendations of Staff and RUCO and disallow the requested SERP
COSIS.

More disturbing than the Company's advocacy on the relative merits of the
SERP is the statement in its initial brief that "[h]ad UNS Gas been notified
that SERP costs would not be allowed, it could have restructured its
executive compensation package fo take that into account. It would not be

fair to hold UNS Gas to this new, unexpected standard.” (UNS Initial Brief

at 28.) Implicit in the Company's argument is the concept that "if we don't
recover fully what we believe are our reasonable costs in our preferred
manner, we'll simply shift those costs to another account to disguise the
costs and ultimately ensure recovery." The approach to rate recovery
seemingly advocated by UNS can serve only to increase the cynicism often
expressed by ratepayers regarding the reasonableness of a given utility
company's proposed rates and, if allowed, would at its essence turn the
ratemaking process into a veritable regulatory version of "Three-Card
Monte." We trust that in future rate applications, Staff and RUCO will
explore thoroughly the merits of individual expenses sought by UNS, as well
as other companies, to ensure that customers are paying rates that include
only the costs necessary to provide quality service. "%

Decision No. 70665 (dated May, 27, 2007) — As the Commission stated in
this long dialogue:

“We disagree with the Company's argument that disallowance of the SERP
costs effectively allows the IRS to dictate what compensation costs should
be recovered. As was clearly stated in the passage cited above, and which

21 See page, 27 line 13 of Decision No. 69663.
22 See page, 28 line 8 of Decision No. 70011.
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passage was quoted in the UNS Gas case (Decision No. 70011, at 28), the
issue is not whether UNSE may provide compensation lo select executives
more than the retirement limits allowed by the IRS, but whether ratepayers
should be saddled with costs of executive benefits that exceed the treatment
allowed for all other employees. If the Company chooses to do so,
shareholders rather than ratepayers should be responsible for the
retirement benefits afforded only to those executives. "

And again, in Decision No. 70665 (dated December 24, 2008), the
Commission stated, “Southwest Gas also offers a Supplemental Executive
Retirement Plan ("SERP") to select executives. The SERP provides
supplemental benefits for high-ranking employees more than the limits

placed by Internal Revenue Service ("IRS") regulations on pension plan

calculations for salaries above specified amounts. (Ex. S-12 at 30-31.) We
explained in the last Southwest Gas case:

IRS regulations place limits on pension plan calculations for salaries
exceeding $165,000 and thus salaries in excess of that level are not included
in the pension calculation. Mr. Mashas stated that the SERP provides
officers with a retirement benefit equal to 50 percent of the average of the
last three years’ salary if they are at least 60 years old and have at least 20
years of service. In addition, IRS regulations place restrictions on the
Company's 401 (k) contributions to the extent that "maximum contribution
levels represent a significantly smaller percentage of an officer's salary
compared to other employees.

[Decision No. 68487 at 18 (citations omitted).]

Company witness Hobbs testified that the MIP, SIP and SERP are "key
components of [the Company's] prudently managed ftotal executive
compensation expense and are vital to the Company's attraction and
retention of highly-skilled employees, which ultimately benefits customers."
(Ex. A-8 8 at 7-8.) She explained that the SERP is an "unqualified plan,"
and therefore payments are not guaranteed. She also stated that contrary
to the testimony provided by Staff and RUCO, virtually every other gas and
electric utility offers such employees a SERP, and the costs. of the SERP
are reasonable. (id.)

Staff witness Smith and RUCO witness Moore recommend a total
disallowance of SERP expenses. Mr. Smith cites to the prior Southwest Gas
rate case, as well as the subsequent UNS Gas, APS, and UNS Electric cases,
wherein the Commission disallowed SERP costs. Mr. Moore stated that

2 See page, 22 line 11 of Decision No. 70360.
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SERP costs are not a necessary cost for providing service and indicated
that the high-ranking officers covered by the SERP are already fairly
compensated for their work and are provided a comprehensive array of
benefits in addition to salaries. (RUCO Ex. 3 at 30.) We agree with Staff
and RUCO that the SERP expenses sought by Southwest Gas should once
again be disallowed. We do not believe any material factual difference
exists in this case that would require a result that differs from the
Company's prior case. In that case, we stated:

[W]e believe that the record in this case supports a finding that the
provision of additional compensation to Southwest Gas' highest paid
employees to remedy a perceived deficiency in retirement benefits relative
to the Company's other employees is not a reasonable expense that should
be recovered in rates. Without the SERP, the Company's officers still enjoy
the same retirement benefits available to any other Southwest Gas employee
and the attempt to make these executives "whole" in the sense of allowing a
greater percentage of retirement benefits does not meet the test of
reasonableness. If the Company wishes to provide additional retirement
benefits above the level permitted by IRS regulations applicable to all other
employees, it may do so at the expense of its shareholders. However, it is
not reasonable to place this additional burden on ratepayers.

(Decision No. 68487 at 19.)

In the recent UNS Gas, APS, and UNS Electric cases, we followed the
rationale cited above in disallowing SERP expenses. In Decision No. 70011,
we indicated that SERP costs should not be recoverable and indicated.

[TThe issue is not whether UNS may provide compensation to select
executives more than the retirement limits allowed by the IRS, but whether
ratepayers should be saddled with costs of executive benefits that exceed
the treatment allowed for all other employees. If the Company chooses to
do so, shareholders rather than ratepayers should be responsible for the
retirement benefits afforded only to those executives. We see no reason to
depart from the rationale on this issue in the most recent Southwest Gas
rate case, and we therefore adopt the recommendations of Staff and RUCO
and disallow the requested SERP costs.

[Id. at 28, (footnote omitted).]

For these reasons, we agree with the recommendations of Staff and RUCO
that the request for inclusion in rates of SERP expenses should be denied.
We therefore adopt the recommendations of Staff and RUCO on this

. 117
1ssue. 2%

24 See page, 16 line 18 of Decision No. 70665.
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Likewise, in Decision No. 71914 (dated September 30, 2010), the
Commission stated.:

“We see no reason to depart from the rationale on this issue in all of the
recent cases cited above, that ratepayers should not be required to fund the
retirement benefits of a few select executives whose salaries exceed current
IRS limits (currently $240,000). As has been stated in prior cases, the
Company's shareholders may provide these additional retirement benefits
but ratepayers should not be subject to this additional burden.””

Decision No. 77850 (dated December 17, 2020) — The Commission stated.:
“We agree with Staff and RUCQO that the proposed SERP expense is not a
cost necessary to the provision of gas utility service to customers. To the
extent that the Company wishes to provide additional retirement benefits
above the level permitted by IRS regulations applicable to all other
employees, the Company may do so, but at the expense of its shareholders.
Although the Company claims that other utilities provide SERP for
competitive compensation, the Company has not shown that other public
utility commissions more frequently than not approve recovery of SERP. In
this regard, we note that if SERP compensation in other jurisdictions is not
included in the revenue requirement, then allowing it in Arizona would have
the same effect as granting an above-market rate of return to SWG.
Accordingly, we find that it is reasonable and appropriate under the
circum;s'tances to disallow the recovery of SERP expense in rates at this
time."?°

What did the Commission decide in Commission Decision No. 77856 (dated December
31, 2020) TEP’s last rate case.
“The Commission disallowed SERP in the prior rate case. We agree with Staff that SERP
related to income should be attributable to shareholders. Thus, we find that it is reasonable

to disallow SERP in the amount of $1,170,000.”%

25‘_ See page, 80 line 5 of Decision No. 71914,
26 See page, 42 line 10 of Decision No. 77850.
27 See page, 86 line 14 of Decision No, 77856.
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Q.
A.

Are there any new arguments in this rate case that the Company has set forth?
No. TEP put forward the same arguments that have been rejected many times by the

Commission in previous rate cases.

What is RUCO’s recommendation?

This request is yet another form of additional executive pay whose purpose is to add to the
overly generous executive pay being requested and should be borne by the shareholders, not
the ratepayers. RUCO recommends that $1,459,808 in SERP expenses be removed, as
shown on RUCO Schedule 20.

Operating Income Adjustment No. 7 — Severance Pay

Q.
A.

Has the Company asked for severance pay in this case?

Yes, the Company stated in following in UDR ECB - 1.020:

“The Test year includes severance pay of $907,395 (all O&M), $869,618
was recorded in FERC Account 920 and 837,777 in FERC Account 408.1."

What is a severance pay?
Severance pay is defined by Meriam-Webster as: “an allowance usually based on length of

service that is payable to an emplovee on termination of employment.”

Did Staff, like RUCO, request information about severance pay in the Company’s last

rate case?

Yes.
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Q.
A.

What was the Company response to Staff data request 4.11 in the last rate case?

“The severance was paid in the ordinary course of business. Individual severance
agreements contain confidentiality agreements that would preclude us from providing
positions of such employees and the details of the circumstances resulting in the severance
payment without their consent. Although the Company cannot identify each employee
individually or on a position basis, the severance payments are generally made to
employees at the middle management or professional level or higher, and is consistent

with requests made in prior rate cases.” [emphasis added]

Did RUCO ask the Company a follow-up data request in this case regarding a less
invasive question about the severance package(s) and the “general circumstances
surrounding the severance package(s)” which the Company seeks to recover from
ratepayers?

Yes. RUCO in data request 4.07(f) was seeking the general nature of the separation if it was

due to a firing, layoff, resignation, retirement, or other. RUCO asked the following in data:

f. What percentage of severance pay expense was related to each of the following categories:
1. Firing

ii. Layoff’s

iii. Resignations

iv. Retirements

What was the Company’s response?
“The Company objects to this request as “Firing”, “Layoffs”, “Resignations” and
“Retirements” are undefined terms and are vague and ambiguous. Without waiver of

objection the Company states as follows:
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i. Undetermined as the term “Firing” requires a contextual definition.
ii. None
iii. None

iv. None”

Q. Does RUCO believe these terms are straightforward and have other regulated utility
companies in Arizona been able to answer these questions?

A. Yes. For example Southwest Gas was able to answer this data request.

Q. Does RUCO believe this information is relevant in making its determination on
whether an adjustment needs to be made?

A. Yes. For example, if the Company offers an early retirement severance package to
encourage employees to retire early and can show it will benefit ratepayers through a cost

benefit analysis in the long run, then RUCO would nof make an adjustment.

Q. What did the Commission decide in regards to severance pay in the Company’s last
rate case Decision No. 77856 (dated December 31, 2020)?

A. The Commission stated:

“TEP asserts that it was not able to provide information regarding severance
because of legal restrictions and confidentiality concerns. However, RUCO
is a party to the confidentiality agreement with TEP. The Company could
have provided redacted information to RUCO to support its Severance Pay
Expense, but did not.

Thus, we find that RUCO's recommendation that the Commission reject
TEP's Severance Pay Expense is reasonable and we adopt it.”**

28 See page, 87 line 6 of Decision No. 77856.
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Q.

Does RUCO believe ratepayers should pay extra compensation to middle management
or higher-level management when they separate from the Company?

No, this is a cost that should be borne solely by the shareholders. In addition, if the Company
will not answer simple straight forward, unambiguous questions which ask simply for the
Company to provide support for their request, ratepayers should not have to reimburse the
Company for the expense. The Company enters into severance package agreements and is
responsible for the terms — if the Company enters agreements knowing that the agreements
will prevent disclosure of details necessary to support its requests to recover the cost from
ratepayers, the Company should not request recovery and the Commission should not award
unsupported recompense from ratepayers. The Commission, not the Company, determines
what is recoverable from ratepayers and the Company, not RUCO or Staff, has the burden

of supporting its requests.

Are there any new arguments in this rate case that the Company has set forth?
No. The Company made the same or similar arguments that were recently rejected by the

Commission in the Company’s last rate case.

What is RUCO’s recommendation?
RUCO recommends the removal of $907,395 in severance pay, as shown in RUCO
Schedule 21.

Operating Income Adjustment No. 8 — Industry and Membership Dues

Q.

A.

Has the Company asked for ratepayers to pay for industry and membership dues in
this rate case?

Yes.
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Q.
A.

Please briefly describe some of the industry groups that the Company subscribes to.

The Company pays membership dues to the following organizations:

Baker Botts LLP — Baker Botts LLP is made up of environmental coalitions that equip their

members with effective tools in advocacy, as well as avenues to track new legislation,
regulatory initiatives and litigation trends. The class of 85 is an ad hoc coalition of electric
generating companies located throughout the United States that focuses on air and climate
issues affecting the industry. CCIG focuses primarily on water, wildlife and waste issues
affecting the power sector. CCIG members are located throughout the country and own and
operate a diverse portfolio on generating assets. TEP’s total dues for Baker Botts LLP

during the test year (ending December 31, 2021) were $73,350.

Western Energy Supply and Transmission (“WEST”") Associates — WEST Associates is a

coalition of 10 cooperatives, public power and investor-owned electric utilities serving over
12 million customers in 11 Western states. WEST Associates advocates on behalf of the
member utilities to ensure that uniquely western issues impacting member companies and
their operations are recognized in federal, state and local regulatory proceedings. TEP’s
total dues for WEST Associates during the test year (ending December 31, 2021) were
$27,246.

Edison Electric Institute (“EEI’") — EEI is an association of U.S. shareholder-owned electric

companies. Organized in 1933, EEI works closely with all of its members, representing their
interests and advocating equitable policies in legislative and regulatory arenas. Total dues

for EEI during the test year (ending December 31, 2021) were $636,169.

-30-




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

REDACTED Direct Testimony of Jeffrey M. Michlik
Tucson Electric Power Company
Docket No. E-01933A-22-0107

Utility Solid Waste Activities Group (“USWAG”) — Total dues paid to EEI for USWAG

during the test year (ending December 31, 2021) were $34,428. The USWAG membership
costs are charged as follows: 90% to TEP and_10% to UNS Electric Inc. TEP’s portion of

total dues during the test year (ending December 31, 2021) were $30,985.

Electric Power Research Institute (“EPRI”) — The Electric Power Research Institute, Inc.

conducts research, development and demonstration (RD&D) relating to the generation,
delivery and use of electricity for the benefit of the public. An independent, nonprofit
organization that brings together scientists and engineers as well as experts from academia
and the industry to help address challenges in the electric industry. EPRI’s work spans
nearly every area of electricity generation, delivery and use, management and
environmental responsibility. EPRI provides both short- and long-term solutions in these
research areas for the electricity industry, its customers and society. TEP’s total dues for
EPRI during the test year (ending December 31, 2021) were $678,547. No portion of the

dues relates to lobbying activities.

Q. Whose interest do these groups represent?
A. These groups represent the interest of electric generators such as UNS and TEP, donations
and membership is purely voluntary, many of which are political in nature, and may not be

necessary for the provision of utility services.

Q. Has the Company already removed lobbying expenses from these industry
organizations?
A. Yes, as they are easily identified and cannot be deducted for tax purposes. In addition, those

organizations must identify any lobbying activities.
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Q.
A.

What is the amount of lobbying expense the Company has removed?

$109,113.

What has the Commission decided in prior rate cases?

The Commission reduced EEI dues by 49.93 percent in Decision Nos. 71914 and 70860.

How was this percentage determined in those Decisions?
The percentage was determined using the following NARUC Operating Expense

Categories:*’

NARUC Operating Expense Categories  Percentage of Dues

Legislative Advocacy 20.38%
Regulatory Advocacy 16.49%
Advertising 1.67%
Marketing 3.68%
Public Relations 7.71%
Total Expenses 49.93%

Has RUCO updated this information from EEI?

Unfortunately, RUCO cannot. After 2006, the EEI stopped providing this information.

So, in other words, the letter the Company received from EEI only addresses one
expense category - Lobbying activity?

Yes. The letter provides no information on the other eight expense categories. It only makes
sense that most of these costs have been shifted elsewhere, but RUCO does not know where

because EEI does not supply an expense report anymore that has these details.

2% Based on the Edison Electric Institute Schedule of Expenses by NARUC Category For Core Dues Activities for
the Year Ended December 31, 2005.
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Q. What did the Commission decide in Commission Decision No. 77856 (dated December
31, 2020) TEP’s last rate case.

A. “We agree with RUCO that these memberships serve the interests of electric generators and
should be partially disallowed. While the disallowances by Staff and RUCO do not perfectly
align, the $502.000 downward adjustment made by TEP exceeds the proposed disallowance

by either Staff or RUCO. Accordingly, we find that TEP's proposed adjusted Membership

Dues Expense is reasonable and we adopt it.”*"

Q. Would RUCO like to provide any additional information in this rate case regarding
Industry Dues?
A. Yes, more recently in Commission Decision No. 78317 (dated November 9, 2021) the

Commission stated:

“APS has removed from its request significant portions of association dues
that are attributable to legislative and regulatory advocacy, specifically for
EELl. We have previously disallowed portions of EEl dues attributable to
legislative and regulatory advocacy, advertising, marketing, and public
relations. (Decision No. 71914 at 25, Decision No. 70360 at 26.) We do not
believe that APS has removed from its requested association dues expense
all advocacy-related expenses (for example, AriSEIA engages in advocacy
activities). However, by removing the EEl dues attributable to advocacy
efforts, APS has acted in keeping with our prior decisions on this issue. APS
has relied upon various associations in the past to remain current
concerning developments in the energy industry and to support and obtain
access to current research and other information that it otherwise may not
be able to readily obtain, and such knowledge gained also benefits APS's
shareholder. Therefore, consistent with RUCO's position, we conclude
that it is just and reasonable to allow recovery of only 50% of the $3.582
million (i.e., $1.791 million) in association dues requested. ¢

30 See page, 79 line 1 of Decision No. 77856.
3 See page, 196 line 18 of Decision No. 78317.
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Q.
A.

What is RUCO’s recommendation?
RUCO recommends a disallowance of 50 percent of Industry dues, in the amount of

$607,375, as shown in RUCO Schedule 22.

RUCO’s recommendation is the same as in the last rate case; that in the future it is
incumbent on the Company to provide all the expense categories to support its EEI dues
categories. Further, the Commission should send a strong message to the Company that all

EEI dues may be disallowed in the future if this information is not provided.

Operating Income Adjustment No. 9 — Other Membership Dues

Q.
A.

Has the Company asked Ratepayers to pay for other Membership Dues?
Yes.

Has RUCO reviewed the Company’s request?

Yes.

What is RUCO’s recommendation?

[BEGIN CONFIDENTIAL]

[END CONFIDENTIAL]
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RUCO recommends a disallowance of 100 percent of these dues or $96,986, as shown in

RUCO Schedule 23.

Operating Income Adjustment No. 10— Depreciation Expense
Q. Is another RUCO witness covering rate case expense?
A. Yes. RUCO witness Ms. Crystal Brown will be providing testimony on RUCO’s

recommended depreciation expense, as shown in RUCO Schedule 24.

Operating Income Adjustment No. 11 — Rate Case Expense
Q. Is another RUCO witness covering rate case expense?
A. Yes. RUCO witness Mr. Bentley Erdwurm will be providing testimony on RUCO’s

recommended rate case expense, as shown in RUCO Schedule 25.

Operating Income Adjustment No. 12 — Interest Synchronization

Q. Please explain interest synchronization.

A. An interest synchronization adjustment is performed to ensure that the revenue requirement
reflects the tax savings generated by the interest component of the revenue requirement. The
interest synchronization expense is calculated by multiplying the rate base by the weighted
average cost of debt. The combined state and federal income tax rates are then applied to

the resulting interest deduction difference to determine the income tax expense adjustment.

Q. Has RUCO made an adjustment for interest synchronization?
A. Yes. Since the Company's rate base differs from RUCO's recommended rate base, an
adjustment was required. RUCO's adjustment increases interest synchronization by

$515,731, as shown in RUCO Schedule 26.

-44-




REDACTED Direct Testimony of Jeffrey M. Michlik
Tucson Electric Power Company
Docket No. E-01933A-22-0107

Operating Income Adjustment No. 13 — Income Tax Expense

Q. Has RUCO adjusted income taxes, as a result of its adjustments, mentioned above?

A. Yes. RUCO applied the statutory state and federal income tax rates to RUCO's taxable
income. As a result, RUCO has increased income tax expenses for the adjusted test year by

$12,102,232 as shown in RUCO Schedule 27.

Q. Does your silence on any issue in this rate filing preclude you from addressing these
issues in future testimony?

A. No, it does not.

10
11
12

Q. Does this conclude your direct testimony?

A. Yes.
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June 24, 2022

UDR ECB-1.013

Incentive Programs. List and describe all retirement and incentive programs available to Company
officers and employees. Provide a complete copy of each incentive compensation program and all
related materials. Identify the goals and targets in each year 2019-2021, and all evaluations of
whether such goals were exceeded. State the cost by program, of each retirement program directly
charged or allocated.

RESPONSE:
THE FILES LISTED BELOW CONTAIN CONFIDENTIAL INFORMATION AND ARE

BEING PROVIDED PURSUANT TO THE TERMS OF THE PROTECTIVE
AGREEMENT.

Incentives:

All TEP non-union employees participate in UNS’s short-term incentive program (“PEP”), which
is tied to annual compensation.

The PEP performance targets and weighting are based on factors that are essential for the long-
term success of the Company and are identical to the performance objectives used in its
performance plan for other non-union employees. In 2021, the objectives were (i) Efficient
Growth; (i1) Valued Customers; (ii1) Thriving Employees; and (iv) Social Impact, which include
both quantitative and qualitative measures. The Compensation Committee of the Board of
Directors selected the goals and individual weightings for the 2021 PEP to ensure an appropriate
focus on profitable growth and expense control, as well as operational and customer service
excellence, safety and inclusivity for employees, and sustainability. This balanced scorecard
approach encourages all employees to work toward common goals that are in the interests of
UNS’s various stakeholders. The outcomes of these efforts all benefit our customers in the long
run.

The financial and other metrics for the Company’s 2021 Short-Term Incentive Compensation
program were:

« Efficient Growth — 40%
* Net Income — 30%
« Cash Flow from Operations — 10%
*  Valued Customers — 25%
« System Average Interruption Duration Index (SAIDI) — 10%
* Performance on JD Power Survey — 10%
* O&M - 2021 Actuals vs. Target — 5%
* Thriving Employees — 25%
« Safety Report Responses — 10%
e Total Recordable Incident Rate — 5%
« Diversity, Equity & Inclusion (DEI) — 10%
e Social Impact — 10%
* Sustainability — 10%

In developing the PEP performance targets, Company management compiles relevant data such as
Company historic performance and industry benchmarks and makes recommendations to the

Arizona Corporation Commission (“*Commission™) UniSource Energy Development Company (“UED™)
Tucson Electric Power Company (“TEP” or the “Company”) UNS Electric, Inc. (“UNS Electric’™)
UNS Energy Corporation ("UNS") UNS Gas, Inc. (“UNS Gas”)

UniSource Energy Services (“UES”)
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Compensation Committee for a particular year, but the Compensation Committee ultimately
determines the performance objectives that are adopted.

The scores from each goal are totaled and then multiplied by the targeted bonus of each employee
to determine the total available dollars to be paid out. Targeted bonus percentages, as a percent of
base salary, range from 9% - 12% for unclassified employees, and 20-25% for senior management
level employees. Bonus percentages, as a percent of base salary, are used in the calculation of total
available dollars, and actual awards may vary at management’s discretion based on individual
employee contribution. If a payout is achieved, employee PEP bonuses will be distributed near the
end of the first quarter the following year. Please see the files listed below for the goals for each
year and evaluations of yearly performance.

File Name Bates Numbers
UDR ECB-1.013 2019 PEP Goals-Confidential . pdf TEP\002270-002271
UDR ECB-1.013 2020 PEP Goals-Confidential.pdf TEP\002272-002273
UDR ECB-1.013 2021 PEP Goals-Confidential.pdf TEP\002274-002275

Retirement Programs:

TEP employees are eligible to participate in one of the pension plans for employees of TEP. Please
see the file listed below for the summary plan description.

File Name Bates Numbers
UDR ECB-1.013 TEP_Hourly_Plan_SPD-
CONFIDENTIAL.pdf TEP\002276-002303
UDR ECB-1.013 TEP_Salary_Plan_SPD-
CONFIDENTIAL.pdf TEP\002304-002331
Additionally, TEP employees are eligible to participate in the TEP 401(k) Plan as described below:

401(k) Plan

All employees participate in the TEP’s 401(k) Plan, which takes advantage of Section 401(k) of
the Internal Revenue Code and permits employees to voluntarily save from 1/2% to 25% of their
pay, before any deduction for state or federal income taxes. The Company matches dollar on
dollar, up to 4.5% of pay saved in the 401(k) Plan for TEP employees.

Employees’ savings and Company matching contributions are invested in one or any combination
of a selection of professionally managed investment funds at the direction of the employee.
Employees are eligible to join the 401 (k) Plan upon their date of employment. Company matching
fcontributions are fully and immediately vested. Please see the file listed below for the summary
plan description.

File Name Bates Numbers
UDR ECB-1.013 401K_SPD-CONFIDENTIAL.pdf TEP\002236-002269
Arizona Corporation Commission (“*Commission™) UniSource Energy Development Company (“UED™)
Tucson Electric Power Company (“TEP” or the “Company”) UNS Electric, Inc. (“UNS Electric’™)
UNS Energy Corporation ("UNS") UNS Gas, Inc. (“UNS Gas”)

UniSource Energy Services (“UES”)
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Retirement program expense directly charged or allocated to TEP during each year was as follows:

2019 2020 2021
TEP SERP Plan (FERC 0926) $1,220,988 $1,517.589  $1,688,728
TEP Union and Salaried Pension Plans (FERC 0926) 6,285.584 2,729,319 -910,855
TEP 401K Plan (FERC 0926) 3,673,268 3,751,859 4,158,738
UNS Electric Pension/401K (FERC 0926) 44,387 54.675 55,715
UNS Gas Pension/401K (FERC 0926) 19,653 19,072 18,312
Deferred Compensation Plan (FERC 0920) (482,565) (456,535) (578,305)
Total $10,761,315 $7,615,979  $4,432,333
RESPONDENT:
Kris Page-Iverson/Mark Stankevitz
WITNESS:
Brian Brumfield
Arizona Corporation Commission (“*Commission™) UniSource Energy Development Company (“UED™)
Tucson Electric Power Company (“TEP” or the “Company”) UNS Electric, Inc. (“UNS Electric’™)
UNS Energy Corporation ("UNS") UNS Gas, Inc. (“UNS Gas”)

UniSource Energy Services (“UES”)
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UDR ECB-1.014

Payroll, Incentive Programs.

a. Please describe bonus programs or incentive award programs in effect at the Company for
the most recent three years.

b. Identify incentive and bonus program expense incurred in 2019-2021. Identify the
accounts charged.

c. Identify all incentive and bonus program expense charged or allocated to the Company
from affiliates in 2019-2021.

RESPONSE:

a. THE FILE LISTED BELOW CONTAINS CONFIDENTIAL INFORMATION AND
IS BEING PROVIDED PURSUANT TO THE TERMS OF THE PROTECTIVE
AGREEMENT.

Please see TEP’s response to UDR ECB-1.013 for the description of the short term
incentive program available to TEP’s non-union employees related to their annual
compensation. Union employees are not eligible for the short term incentive program —
their annual compensation is not based in part on performance incentives as is the case with
non-Union employees.

Long-term Incentive Program;

TEP states that the officers of UNS who provide services to TEP are eligible to participate
in a long-term incentive program. For a description of the program, please see:

UDR ECB 1.014 2019 LTI Program Term Sheet Confidential.pdf, Bates Nos.
TEP\002332-002335

UDR ECB 1.014_2020 LTI Program Term Sheet _Confidential.pdf, Bates Nos.
TEP\002336-002339

UDR ECB 1.014_2021 LTI Program Term Sheet_Confidential.pdf, Bates Nos.
TEP\002340-002343

b.-c. Please see UDR ECB-1.014 TEP Incentive Comp and Bonus Summary Info
Confidential.xls for both short-term and long-term incentive program expense directly
charged or allocated to TEP in 2019 through 2021 and the corresponding accounts charged.
The Excel file is not identified by Bates number.

RESPONDENT:
Gabrielle Camacho (a) and Mark Stankevitz (b and c)
WITNESS:

Brian Brumfield

Arizona Corporation Commission (“*Commission™) UniSource Energy Development Company (“UED™)
Tucson Electric Power Company (“TEP” or the “Company”) UNS Electric, Inc. (“UNS Electric’™)

UNS Energy Corporation ("UNS") UNS Gas, Inc. (“UNS Gas”)

UniSource Energy Services (“UES”)
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UDR IER-1.016

Accounting Adjustments.

a. Please identify any aspects of the Company's accounting adjustments and revenue
requirement claim that represent a conscious deviation from the principles and policies
established in prior Commission Orders.

b. Identify each area of deviation, and for each deviation explain the Company's perception
of the principle established in the prior Commission Orders, and the dollar impact resulting
from such deviation.

€. Show which accounts are affected and the dollar impact on each account for each such
deviation.
RESPONSE:

a-b.  Listed below are the Company’s accounting adjustments and revenue requirement claim
that represent a conscious deviation from rulings with respect to TEP in prior Commission
Orders:

1) Pension Adjustment — The Pension Adjustment was prepared and calculated in the
same manner as approved by the Commission in the last TEP rate case with the
exception of including the current cost of the Supplemental Executive Retirement
Plan (‘SERP”) for the Company’s executives. Although the Company’s request for
recovery of SERP cost in the last rate case was disallowed, SERP costs should be

included in the revenue requirement as supported in the direct testimony of Mr.
Brumfield.

2) Short-Term Incentive Compensation — The Company’s short-term incentive
compensation plan is called the Performance Enhancement Plan (“PEP”). In the
prior rate case, the Commission granted recovery of 60% of PEP, however, the
Company believes it is appropriate to recover 100% of PEP, as supported in the
direct testimony of Mr. Brian Brumfield.

3) Long-Term Incentive Compensation — The current rate case includes a Long-Term
Incentive Compensation (LTI) adjustment to produce a pro forma Test Year
expense level reflecting the average level of LTI expense. In the prior rate case,
TEP did not receive recovery of this cost, but the Company believes it is appropriate
to recover LTI, as supported in the direct testimony of Mr. Brumfield.

c. Please see UDR IER-1.016¢c Worksheet.xIsx. The Excel file is not identified by Bates
numbers.

RESPONDENT:
Rigo Ramirez
WITNESS:

Jason Rademacher

Arizona Corporation Commission (“*Commission™) UniSource Energy Development Company (“UED™)
Tucson Electric Power Company (“TEP” or the “Company”) UNS Electric, Inc. (“UNS Electric’™)
UNS Energy Corporation ("UNS") UNS Gas, Inc. (“UNS Gas”)

UniSource Energy Services (“UES”)



Tucson Electric Power Company

UDR 1.016¢

Test Year Ended 2021
FERC Total ACC ACC
Acct Company % Jurisdictional

Pension Adjustment (SERP) 0926 S 1,688,728 86.44% S 1,459,808

Short-Term Incentive Compensation (PEP) 0408 S 283,380 86.44% S 244,953
0500 66,666 90.22% 60,146
0506 708,896 90.22% 639,566
0514 298,763 90.22% 269,544
0566 279,626 9.09% 25,421
0570 40,906 9.09% 3,719
0588 337,309 100.00% 337,309
0598 56,967 100.00% 56,967
0903 179,261 100.00% 179,261
0920 2,321,229 86.44% 2,006,470

S 4,573,003 S 3,823,356
Long-Term Incentive Compensation 0920 S 3,164,190 86.44% S 2,735,258
Total Impact S 9,425,922 S 8,018,422

C:\Users\82999\AppData\Local\Temp\Temp1l_Huddle-attachmentslstset.zip\UDR IER-1.016c Worksheet.xlsxSheetl
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UDR ECB-1.020
Severance Pay Expenses. State whether the test year ending December 31, 2021 includes any

amounts for severance pay. If yes, provide the amount included in the adjusted test year and
identify the account charged.

RESPONSE:

The test year includes severance pay of $907,395 (all O&M); $869,618 was recorded in FERC
Account 920 and $37.777 in FERC Account 408.1.

RESPONDENT:
Paige Bennetts
WITNESS:

Brian Brumfield

Arizona Corporation Commission (“*Commission™) UniSource Energy Development Company (“UED™)
Tucson Electric Power Company (“TEP” or the “Company”) UNS Electric, Inc. (“UNS Electric’™)
UNS Energy Corporation ("UNS") UNS Gas, Inc. (“UNS Gas”)

UniSource Energy Services (“UES”)



TUCSON ELECTRIC POWER COMPANY’S RESPONSE TO
RUCO’s 1** SET OF DATA REQUESTS -
2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET NO. E-01933A-22-0107
August 29, 2022
RUCO 1.46

Board of Directors Fees — Please answer the following questions as they relate to Board of
Directors Fees:

a. The names of the board of directors.
b. The amount broken down by base salary, stock compensation, or other
compensation.
6 The amount the Company is seeking recovery of from ratepayers on both a
Company-wide basis and on an Arizona jurisdictional basis.
d. The FERC account number(s) that the Company records the board compensation
in.
If any of the Board of Directors are also NEOs, and if they are receiving compensation both as
NEOs and Board Members.
RESPONSE:

a. The names of the UNS Energy Board of Directors as of December 31, 2021 are
listed below:

Last First Name
Duke Nora
Elliott Robert
Francesconi Louise
Gray Susan
Kehaly Pamela
Lovallo Lisa
Perry Jocelyn
Peru Ramiro
Pivirotto Gregory
Reid James
Ruiz Joaquin

b. Compensation to the Board of Directors (for all directors combined) is comprised

of flat retainers of which $824,009 was charged to TEP during the test year.

o TEP seeks to recover $712,273 of the amount listed in part b from ACC
jurisdictional retail ratepayers in Arizona.

d. Board of Directors compensation is charged to FERC account 930.2.
Members of the Board of Directors who are also executive officers do not receive
any incremental compensation related to their membership on the Board of
Directors.

RESPONDENT:
Georgia Hale
WITNESS:

Brian Brumfield

Arizona Corporation Commission (“*Commission™) UniSource Energy Development Company (“UED™)
Tucson Electric Power Company (“TEP” or the “Company”) UNS Electric, Inc. (“UNS Electric’™)
UNS Energy Corporation ("UNS") UNS Gas, Inc. (“UNS Gas”)

UniSource Energy Services (“UES”)



TUCSON ELECTRIC POWER COMPANY’S RESPONSE TO
RUCO’s 4th SET OF DATA REQUESTS —
2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET NO. E-01933A-22-0107

November 14 , 2022
RUCO 4.02
Director and Insurance Expense (D&O) — Please answer the following questions as they relate to
D&O expenses:
a. The total amount of D&O expense incurred by Fortis the parent company in the
test-year.
b. The total amount allocated to Arizona and the amount allocated to TEP in the test-
year.
¢ If Fortis did not allocate D&O expenses in a. The amount of savings that ratepayers

in Arizona received (e.g., 80 percent of D&O expenses that were not allocated to
Arizona from Fortis).

d. The amount of D&O expense TEP would have to incurred in the test-year on a
standalone basis.
e Provide the D&O expense on a calendar year basis for the last 10 years, that was
allocated to TEP.
RESPONSE:

THE FILES LISTED BELOW CONTAIN CONFIDENTIAL INFORMATION AND ARE
BEING PROVIDED PURSUANT TO THE TERMS OF THE PROTECTIVE
AGREEMENT.

a. The Company objects to this request as irrelevant. D&O expense incurred by Fortis
for its directors and officers is charged to TEP through the Fortis management fee.
TEP is not seeking recovery of Fortis management fees in this rate case.

b. The Company objects to this request as irrelevant. D&O expense incurred by Fortis
for its directors and officers is charged to TEP through the Fortis management fee.
TEP is not seeking recovery of Fortis management fees in this rate case.

G The Company objects to this request as irrelevant. D&O expense incurred by Fortis
for its directors and officers is charged to TEP through the Fortis management fee.
TEP is not seeking recovery of Fortis management fees in this rate case.

d. File Name Bates numbers
RUCO 4.02 Confidential.pdf TEP\013932-013933
Arizona Corporation Commission (“Commission™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP” or the “Company™) UNS Electric, Inc. (“UNS Electric™)
UNS Energy Corporation (“UNS"™) UNS Gas, Inc. (“"UNS Gas™)

UniSource Energy Services (“UES™)



TUCSON ELECTRIC POWER COMPANY’S RESPONSE TO
RUCO’s 4th SET OF DATA REQUESTS -
2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET NO. E-01933A-22-0107

November 14 , 2022
. File Name¢ Bates numbers
RUCO 4.02 Confidential.pdf TEPW13932-013933
RESPONDENT:

Mark Stankevitz/Georgia Hale
WITNESS:

Jason Rademacher

Arizona Corporation Comimission (*Commission™)

Tucson Electric Power Company (“TEP™ or the “Company™)

UNS Energy Corporation ("UNS™)
UniSource Energy Services (“UES™)

UniSource Energy Development Company (“UED™}
UNS Electric, Inc. (*UNS Electric™)
UNS Gas, Inc. {*“UNS Gas”)



TUCSON ELECTRIC POWER COMPANY’S RESPONSE TO
RUCO’s 4th SET OF DATA REQUESTS —
2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET NO. E-01933A-22-0107
November 14 , 2022

RUCO 4.06

Board of Directors Fees — This is a follow-up to RUCO data request 1.46, please answer the
following questions as they relate to Board of Directors Fees. Provide the number of shares each
board member owns in Fortis Inc.

RESPONSE:

The Company objects to the question as irrelevant. However, without waiver of objection, to the
Company’s knowledge current UNS Energy Corporation Directors James Reid, Jocelyn Perry and
Gary Smith own Fortis stock, the amounts of which are reported and available in Fortis’ publicly
filed reports. UNS Director Susan Gray also owns Fortis stock the specific number of which is not
publicly available. The Company does not have information on whether the remaining directors
own Fortis stock since ownership is not required nor a component of their compensation.

RESPONDENT:

Legal Services

Arizona Corporation Commission (“Commission™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP” or the “Company™) UNS Electric, Inc. (“UNS Electric™)
UNS Energy Corporation (“UNS"™) UNS Gas, Inc. (“"UNS Gas™)

UniSource Energy Services (“UES™)



TUCSON ELECTRIC POWER COMPANY’S RESPONSE TO
RUCO’s 4th SET OF DATA REQUESTS —
2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET NO. E-01933A-22-0107
November 14 , 2022

RUCO 4.07

Severance Pay — This is a follow-up to UDR ECB 1.020, please answer the following. questions
as they relate to severance pay.

a. Are union employees and employees of the Company’s wholly owned subsidiaries
eligible for severance pay, or any other employee who does not work directly for
the Company? If so, please list the number of employees who do not work directly
for the Company that have received severance pay and the amount paid-out by
annualized test year for the prior five years?

b. Provide the total severance pay amounts paid-out by annualized test year for the
prior five years for employees who work directly for the Company. In addition,
please include the amount on a Company-wide basis and the amount that has been
allocated to Arizona.

G. Is recovery of severance pay requested in all the Company’s rate cases? If not,
please explain?

d. Please provide the categories that would be included in the individual’s severance
pay package (1.e., stock options, medical benefits, etc.).

e. Is any severance pay expense based on Company financials or other performance
measures? If so, please explain.

f. What percentage of severance pay expense was related to each of the following
categories:
1. Firing
ii. Layoff’s
1il. Resignations
1v. Retirements

g. Provide a blank copy of the Company’s severance pay contact.

RESPONSE:

THE FILES LISTED BELOW CONTAIN CONFIDENTIAL INFORMATION AND ARE
BEING PROVIDED PURSUANT TO THE TERMS OF THE PROTECTIVE
AGREEMENT.

a. Unclassified employees are eligible for severance pay pursuant to the Company’s
severance plan so long as certain conditions set forth in the plan are met. The terms
and conditions applicable to classified employment are set forth in the applicable
Collective Bargaining Agreements and subject to negotiation. The Company has
no wholly owned subsidiaries with employees.
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b. Year Company-wide ACC Jurisdictional
Allocation
2020 $580,828 $507,525
2019 $157,313 $147,564
2018 $549,903 $455,547
2017 $1,350,200 $1,167,924
2016 $512,764 $447,380
Yes.
d. Per the severance plan, severance agreements may include wages and a subsidy for
COBRA health insurance coverage.
e No.
f The Company objects to these this request as “Firing”, “Layoff’s”, “Resignations”

and “Retirements” are undefined terms and are vague and ambiguous. Without
waiver of objection the Company states as follows:

i. Undetermined as the term “Firing” requires a contextual definition.
1. None
1ii. None
iv. None

g. The Company objects to this request as the Company’s severance pay contracts are
irrelevant, not uniform and are individually negotiated. Without waiver of
objection, please see:

File Name Bates Numbers
RUCO 4.07-UNS Severance Pay Plan-Confidential.pdf TEP\014099-014119

RUCO 4.07-First Amendment to the Severance Pay Plan TEP\014062-014067
(2012)-Confidential

RUCO 4.07-Second Amendment to the Severance Pay Plan TEP\014068-014070
(2013)-Confidential

RUCO 4.07-SPD - UNS Energy Corporation Severance TEP\014085-014098
Pay Plan (Officers) (2013)-Confidential.pdf
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File Name Bates Numbers

RUCO 4.07-SPD - UNS Energy Corporation Severance TEP\(}14071-014084
Pay Plan (Employees) (2013)-Confidential.pdf

RESPONDENT:
Anna Ritchie
WITNESS:

Jason Rademacher

Arizona Corporation Comimission (*Commission™) UniSource Energy Development Company (“UED™)
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RUCO 6.01

Short-Term Incentive Pay — Please reconcile the amounts given in the Company’s Income — Short-
Term Incentive excel worksheet (Pro-forma adjustment) to the amounts provided in Company
Uniform Data Request (“UDR”) 1.016¢ by FERC account number. For example, under the
Performance Enhancement Plan (“PEP”), Company UDR 1.016c shows the total amount of PEP
in FERC account 0500 on a company-wide basis to be $66,666 and on a jurisdictional basis to be
$60,146, but on the Company’s excel pro-forma adjustment the amount for the test-year PEP is
$222,960. If possible, start with the amounts from UDR 1.016¢ and reconcile to the amounts in
the Company’s pro-forma excel sheet. (See Attachment)

RESPONSE:

Please see RUCO 6.01 Short-Term Incentive Compensation Reconciliation.xlsm for the short-
term incentive compensation reconciliation.

The Excel file is not identified by bates numbers.

RESPONDENT:
Mark Stankevitz
WITNESS:

Jason Rademacher
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RUCO 6.02

Long-Term Incentive Pay — Please reconcile the amount given in the Company’s Income — Long-
Term Incentive excel worksheet (Pro-forma adjustment) to the amount provided in Company UDR
1.016¢ by FERC account number. For example, UDR 1.016¢ shows Long-Term Incentive
Compensation on a company-wide basis to be $3,164,190 and on a jurisdictional basis to be
$2,735,258, but on the Company’s excel pro-forma adjustment the amount for the test-year Long-
Term Incentive is $3,075,005. (See Attachment)

RESPONSE:

The pre-jurisdictional amount shown in the UDR of $3,164,190 represents the 3-year average of
long-term incentive compensation expense recorded in FERC 920 for the years ended December
31, 2019 ($3,423,953), 2020 (52,993,611) and Test Year 2021 (3,075,005).

RESPONDENT:
Mark Stankevitz
WITNESS:

Jason Rademacher

Arizona Corporation Commission (“Commission™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP” or the “Company™) UNS Electric, Inc. (“UNS Electric™)
UNS Energy Corporation (“UNS”) UNS Gas, Inc. (“UNS Gas”)
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RUCO 6.03

Supplemental Executive Retirement Plant (“SERP”) — Please reconcile the SERP amount given in
Company UDR 1.016¢ to the amount provided in the Company’s Income — Pension excel
worksheet (Pro-forma Adjustment), tab 4 Fortis Actuary Report. (See Attachment)

RESPONSE:

The difference between the TEP SERP amount of $1,990,486 per actuary report and the pre-
jurisdictional amount of $1,688,728 per UDR is due to allocations to UNS Gas and UNS

Electric.
RESPONDENT:
Mark Stankevitz
WITNESS:

Jason Rademacher

Arizona Corporation Commission (“Commission™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP” or the “Company™) UNS Electric, Inc. (“UNS Electric™)
UNS Energy Corporation (“UNS”) UNS Gas, Inc. (“UNS Gas”)

UniSource Energy Services (“UES”)
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RUCO 6.04

Short-Term Incentive Pay Pro-Forma Excel worksheet — Please answer the following questions as
they relate to the Company’s Pro-forma Excel worksheet:
a. Does the test year amount include the 2021 bonuses? For example, FERC account
506 does this account include only the amount paid for PEP of $1,602,127 or does
it also include the 2021 wage increase of 2.53 percent and the 2022 wage increase
of 3.47 percent?
b. Please explain the 2018 and 2019 true-ups on excel tab 2 Stl Pivot Thl.

RESPONSE:

a. Yes, the test year amount includes the 2021 bonuses with the 2021 wage increase built
in; it does not include the 2022 wage increase.

b. Each year TEP records estimated short-term incentive compensation expense for the
current year that is trued-up to actual in the following year upon payout. Thus, the 2018
true-up represents the true-up of 2018 estimated short-term incentive compensation
expense to actual in 2019 and the 2019 true-up represents the true-up of 2019 estimated
short-term incentive compensation expense to actual in 2020.

RESPONDENT:
Mark Stankevitz
WITNESS:

Jason Rademacher

Arizona Corporation Commission (“Commission™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP” or the “Company™) UNS Electric, Inc. (“UNS Electric™)
UNS Energy Corporation (“UNS”) UNS Gas, Inc. (“UNS Gas”)

UniSource Energy Services (“UES”)
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RUCO 6.05

Incentive/Pension Plans (PEP, Long-Term, SERP) — Does the Company benchmark against other
Utilities Companies? If so, please provide those benchmarking surveys/studies (e.g., Salary studies
conducted by Korn Ferry).

RESPONSE:

A competitive assessment of incentive compensation programs relative to market practice was
conducted in 2021. The review found that overall incentive program design is within the range of
peer and broad market practice and aligns with many aspects of compensation “best practice.”

Due to the confidential and high employee sensitivity of the incentive compensation study, it will
not be forwarded to the parties. However, the Company is willing to make the study available for
RUCO to review at TEP’s corporate headquarters in Tucson or at its law firm in Phoenix under
the terms of the Protective Agreement in this matter. Please let TEP know if you would like to
setup an appointment to review the study in Tucson or Phoenix. At such time, a TEP Human
Resources Department representative will be available to meet with RUCQO’s representative to
explain the study or to answer specific questions about the study.

RESPONDENT:
Kris Page-Iverson
WITNESS:

Jason Rademacher

Arizona Corporation Commission (“Commission™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP” or the “Company™) UNS Electric, Inc. (“UNS Electric™)
UNS Energy Corporation (“UNS”) UNS Gas, Inc. (“UNS Gas”)
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RUCO 6.06
TEP — Auto Pay — Please answer the following questions as they relate to TEP — Auto Pay:
a. For customers who elect to pay their bills through TEP - Auto Pay how much does
this cost the customer?
b. For customers who elect to pay their bills through TEP — Auto Pay how much does
it cost the Company?
ol Does the Company charge the customer a monthly fee or transaction fee for using
TEP — Auto Pay?
d. As a general proposition does TEP — Auto Pay assist the Company by assuring the

collection of customers' bills in a timely and efficient manner without late fees? If
No, please explain.

. How much did the TEP — Auto Pay save TEP in the test-year and five prior years,
as opposed to the standard mailing in of customer checks and processing them?
RESPONSE:
a. Auto Pay is a free payment option that allows a customer to have their bill

automatically paid by/deducted from the customer’s checking or savings account.

b. The Company pays a $0.04 bank fee per Auto Pay transaction, any applicable
account validation fees, monthly minimum charges, web and system maintenance,
and depreciation or amortization of assets.

The Company does not charge the customer any monthly or transaction fees.

d. Auto Pay is a customer choice and convenience payment offering that helps them
avoid paying for postage or one-time transaction fees from a third party. Customers
must choose to enroll in this payment option as the Company does not automatically
enroll anyone on Auto Pay. We believe customers enrolled in Auto Pay are
customers who choose to pay timely regardless of payment option.

e We do not have this information. We view this as a convenience option for our
customers — if there are any savings related to this program, it would be reflected
in our ongoing operations and maintenance expense.

RESPONDENT:
Aaron Groff
WITNESS:

Lynne Petersen

Arizona Corporation Commission (“Commission™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP” or the “Company™) UNS Electric, Inc. (“UNS Electric™)
UNS Energy Corporation (“UNS”) UNS Gas, Inc. (“UNS Gas”)

UniSource Energy Services (“UES”)
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RUCO 6.07
Arizona Trail Association — The Company states the following about the Arizona Trail
Association:

“Through our TEP Gives program, when you sign up for Budget Billing, e-
bill or Auto Pay, we'll make a donation to the Arizona Trail Association.

Our contributions are funded with company resources, not with customers'
rates. TEP is committed to community improvement and engagement. When
all of us work together, we can be good stewards of the land and promote
opportunities to connect with nature.”

Please answer the following questions about the Arizona Trail Association:

a. Are there other entities, groups, or associations that ratepayers can have TEP donate
to?
b. How much does TEP donate to Arizona Trail Association per customer transaction

when a customer signs up for Budget Billing, e-bill or Auto Pay?

C. How much did TEP donate to the Arizona Trails Association in the test-year? And
prior 5 years?

d. Why did TEP select the Arizona Trail Association as a recipient rather than some
other charity?

& In order to save processing costs on mailing and printing the bills, why didn’t the
Company just credit the ratepayers’ bills as an incentive to help the Company
reduce billing costs?

RESPONSE:

a. The TEP Gives program was a pilot program in 2021 that continued in 2022. In
2021 a different non-profit was chosen each quarter to be the beneficiary based on
TEP’s philanthropy focus. Q1 the beneficiary was the Food Bank of Southern
Arizona, Q2 was The Nature Conservancy, Q3 was Junior Achievement, and Q4
was Arizona Children’s Association. In 2022 the decision was made to have two
beneficiaries for the year. The first half of 2022 the beneficiary was Emerge Center
to End Domestic Violence, and the second half of the year is the Arizona Trail
Association.

b. The average was $2 per customer with a cap of $20,000 per quarter.
C. TEP’s donations to the Arizona Trail Association the past 6 years were:
2021  $20,000
2020 $8,870
2019  §$10,000
2018  $10,000

Arizona Corporation Commission (“Commission™) UniSource Energy Development Company (“UED”)
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2017 $10,125
2016 $ 5,000
d. The Arizona Trail Association 1is a collaboration partner in our

environment/sustainability focus area. Although the funding is unrestricted for the
TEP Gives program, in discussion with the Arizona Trail Association it was agreed
that funding from the TEP Gives program would primarily support the Planting the
Seeds of Stewardship program, a youth outreach, education and stewardship
initiative. The mission of the Seeds of Stewardship program is to provide
educational and meaningful outdoor experiences that empower income-qualified
youth to become the next generation of stewards of Arizona’s wild landscapes.
They work with youth within Arizona Trail gateway communities using a proven
three-tiered approach of experience, education, and service-learning. By engaging,
inspiring, and empowering middle school and high school students, they help plant
the seeds of environmental stewardship for future generations.

& TEP’s philanthropic donations come from shareholder funds, not customers. The
TEP Gives program promotion was only conducted through social media and
TEP’s website.

RESPONDENT:
Wendy Erica Werden
WITNESS:

Lynne Petersen

Arizona Corporation Commission (“Commission™) UniSource Energy Development Company (“UED”)
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RUCO 6.08
TEP e-bill — Please answer the following questions as they relate to TEP e-bill?
a. How much does the Company save per customer transaction in processing costs
over the standard mail in option?
b. Provide the annual savings by using TEP e-bill over the standard mail option for
the test-year and five prior years.
RESPONSE:
a. E-bill is a customer choice and convenience billing offering that provides electronic

bills according to customer preference. Customers must choose to enroll in e-bill
and can un-enroll at any time. The Company does not automatically enroll anyone.
The average cost for printing and mailing a bill is $0.64 compared to $0.01 for e-
bill. Any savings related to this program would be reflected in our ongoing
operations and maintenance expense.

b. Savings would be limited to e-bill cost reductions or increases since the last
approved rate case. E-bill cost is $0.01 now and was $0.01 in the last rate case.
Enrolled e-bill customers increased an average of 12,000 per year. Annual savings
was estimated at $90,000. These savings are reflected in the test year data and help
to fund the significant cost increase due to CNP regulations added after the last
approved rate case.

RESPONDENT:
Aaron Groff
WITNESS:

Lynne Petersen

Arizona Corporation Commission (“Commission™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP” or the “Company™) UNS Electric, Inc. (“UNS Electric™)
UNS Energy Corporation (“UNS”) UNS Gas, Inc. (“UNS Gas”)

UniSource Energy Services (“UES”)
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TABLE OF CONTENTS TO RUCO'S DIRECT SCHEDULES

REVENUE REQUIREMENT ACC JURISDICTIONAL

GROSS REVENUE CONVERSION FACTOR

RATE BASE (OCRB, RCND, and FVRE) - ACC JURISDICTIONAL

ORIGINAL COST RATE BASE - ACC JURISDICTIONAL

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

RECONSTRUCTION COST NEW LESS ACCUMULATED PEPRECIATION - ACC JURISDICTIONAL
SUMMARY OF RECONSTRUCTION COST NEW LESS ACCUMULATED DEPRECIATION ADJUSTMENTS
RATE BASE ADJUSTMENT NG. 1 - POST-TEST YEAR PLANT, ROUTINE PLANT

RATE BASE ADJUSTMENT NO. 2 - POST-TEST YEAR PLANT RETIREMENTS

RATE BASE ADJUSTMENT NO. 3 - ACCUMULATED DEPRECIATION

RATE BASE ADJUSTMENT NO. 4 - CASH WORKING CAPITAL

RATE BASE ADJUSTMENT NO. 5 - REGULATORY ASSETS & RELATED ADIT

SUMMARY - OPERATING INCOME STATEMENT - ACC JURISDICTIONAL - ADJUSTED

TEST YEAR AND RUCO RECOMMENDED ADJUSTMENTS

OPERATING INCOME ADJUSTMENT NO. 1 - PAYROLL EXPENSE

OPERATING INCOME ADJUSTMENT NO. 2 - REVERSE PAYMENT CARD PROCESSING FEES
QOPERATING INCOME ADJUSTMENT NO. 3 - BOARD OF DIRECTORS FEES

OPERATING INCOME ADJUSTMENT NO. 4 - SHORT-TERM INCENTIVE PROGRAM
OPERATING INCOME ADJUSTMENT NO. 5 - LONG-TERM INCENTIVE PROGRAM
OPERATING INCOME ADJUSTMENT NO. 6 - SUPPLEMENTAL EXECTIVE RETIREMENT PLAN
OPERATING INCOME ADJUSTMENT NO. 7 - SEVERANCE PAY

OPERATING INCOME ADJUSTMENT NO. 8 - INDUSTRY MEMBERSHIP DUES

OPERATING INCOME ADJUSTMENT NO. 9 - OTHER MEMBERSHIP DUES

OPERATING INCOME ADJUSTMENT NO. 10 - DEPRECIATION EXPENSE

QOPERATING INCOME ADJUSTMENT NQ. 11 - RATE CASE EXPENSE

OPERATING INCOME ADJUSTMENT NO. 12 - INTEREST SYNCHRONIZATION

OPERATING INCOME ADJUSTMENT NO. 13 - INCOME TAX EXPENSE



Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

REVENUE REQUIREMENT
ACC JURISDICTIONAL (Thousands of Dollars)

RUCO Schedule 1
Witness: Michlik

(A) (B) (C) (D) (E) (F)
COMPANY COMPANY RUCO RUCO
LINE ORIGINAL COMPANY FAIR ORIGINAL RUCO FAIR
NO. DESCRIPTION COST RCND VALUE COST RCND VALUE
1 Adjusted Rate Base 3,625,148 6,875,990 5,250,569 3 3,502,489 6,642,627 5,072,558
g Adjusted Operating Income (Loss) 100,884 100,884 100,884 136,847 136,847 136,847
g Current Rate Of Return (Line 3 / Line 1) 2.78% 1.47% 1.92% 3.91% 2.068% 2.70%
? Required Operating Income (Line 13 X Line 1) 275,843 275,843 275844  § 236,068 236,068 236,068
g Weighted Average Cost of Capital (WACC) 7.31% 7.31% 7.31% 6.74% 6.74% 6.74%
‘113 Adjustment to WACC 0.30% -3.30% -2.06% 0.00% -3.19% -2.09%
:lli Required Rate of Return 7.61% 4.01% 5.25% 6.74% 3.55% 4.65%
1; Operating Income Deficiency (Line 7 - Line 3) 174,959 174,959 174,960 99,220 99,220 99,220
::g Gross Revenue Conversion Factor (Schedule JMM-2) 1.3381 1.3381 1.3381 1.3381 1.3381 1.3381
:113 Increase In Gross Revenue Requirement (Line 15 X Line 17) 234111 234111 234111 3 132,766 132,766 132,766
g? Adjusted Test Year Revenue 1,096,192 1,096,192 1,096,192 3 1,096,192 1,086,192 1,086,192
gg Proposed Annual Revenue Reguirement (Line 19 + Line 21) 1,330,303 1,330,303 1,330,303 $ 1,228,958 1,228,958 1,228,958
gg Required Percentage Increase In Revenue (Line 19/ Line 21) 21.36% 21.36% 21.36% 12.11% 12.11% 12.11%
;? Rate Of Return On Common Equity 10.25% 10.25% 10.25% 9.20% 9.20% 9.20%
gg Fair Value in dollars
References:

Columns (A) Thru (C): Company Schedule A-1, C-1 and D-1
Column (D) RUCO Schedules 3, 14, and 31

Column (E): RUCO RCND

Column (F); RUCO Fair Value



Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

RUCO Schedule 2
Witness: Michlik

GROSS REVENUE CONVERSION FACTOR, INCOME TAX CALCULATION

LINE

NO. DESCRIPTION
1 Gross Operating Revenues
2 Less: Uncollectible Revenue
3 Taxable Income as a Percent
4 Less: State Income Tax
5 Sub Total
6 Less: Federal Income Taxes
7 Total
8
9 Gross Revenue Conversion Factor

References:

Column [A]: Company as Filed
Column [B]: RUCO Recommended

[A] [B]
Company RUCO
Proposed Recommended
1,000.000 1,000.000
0.472%% 0.4729%
995.27 995.27
3.9113% 3.9113%
956.34 956.34
21.0000% 21.0000%
747.34 747.34
1.3381 1.3381




Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

RATE BASE (OCRB, RCND and FVRB)

RUCO Schedule 3

Witness: Brown

ACC JURISDICTIONAL
(A) (B) (€) (D (E) (F) (©)
LINE COMPANY COMPANY COMPANY OCRB/RCND RUCO RUCO RUCO
NO. Description OCRB RCND FVRB % DIFF. OCRB RCND FVRB
1 Gross Utility Plant in Service $ 6,382,682,269 $ 12,829,137,385 $ 9,605,909,827 201.00% § 6,291,897,170 $12,707,615,542 $ 9,499,756,356
2 Less: Accumulated Depreciation 2,263,682,182 4,896,991,067 3.580,336,625 216.33% 2,266,882,994 4,980,158,695 3,623,520,845
3 Net Utility Plant in Service $ 4,119,000,086 $ 7.932146,319 $ 6,025,573,202 $ 4025014176 $ 7.727.456,846 $ 5,876,235,511
4
5 Plant Held for Future Use - - = = - -
6 Total Net Utility Plant in Service $ 4.119,000,086 $ 7.932146,319 $ 6025573202 $ 4025014176 $ 7.727.456,846 $ 5,876,235511
7
8 Customer Advances for Construction $ (15,077,3768) § (16,378,538) $ (15,727,957) 108.63% % (15,077,376) § (16,378,538) $ (15,727 ,957)
9 Customer Deposits (12,895,725) (12,995,725) (12,995,725) 100.00% (12,995,725) (12,995,725) (12,995,725)
10 Accumulated Deferred Investment Tax Credits - - - - - -
11 Accumulated Deferred Income Taxes (481,355,035) (1,042,357,899) (761,856,467) 216.55% (473,630,450) (1,034,633,314) (754,131,882)
12 Total Deductions $ (509.428,136) _§ (1.071.732,162) $  (790,580,149) $ (501,703,551) _§ (1,064,007,577) $ (782,855,564)
13
14 Allowance for Working Capital $ 154,487,303 ] 154,487,303 $ 154,487,303 100.00% % 153,481,739 $ 153,481,739 $ 153,481,739
15
16 Other Rate Base Adjustments (2,328,164) (2,328,164) (2,328,164) 100.00% (2,328,164) (2,328,164) (2,328,164)
17
18 Regulatory Assets 68,615,467 68,615,467 68,615,467 100.00% 33,223,154 33,223,154 33,223,154
19
20 Regulatory Liabilities (205,198,669) (205,198,669) (205,198,669) 100.00% (205,198.,669) (205,198,669) (205,198.,669)
21 -
22 Total Original Cost Rate Base $ 3,625147,888 $ 6,875,990,094 $ 5,250,568,991 $ 3,502,488,686 $ 6,642627,330 $ 5,072 558,008

References:

Columns (A) (B) (C): Company Schedule B-1
Column (D): Column (B)/ Column (A)

Column (E): RUCO Schedule 4, Column (C)

Column (F): RUCO - Schedule 6, Column (C)
Column (G): Average of Column (E) + Column (F) /2




Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

ORIGINAL COST RATE BASE - ACC JURISDICTIONAL

RUCO Schedule 4
Witness: Brown

(A) (B) (C)
COMPANY RUCO
LINE AS FILED RUCO AS ADJUSTED
NO. Description OCRB ADJUSTMENTS OCRB
1 Gross Utility Plant in Service 6,382,682,269 (90,785,098) 6,291,897,170
2 Less; Accumulated Depreciation 2,263,682,182 3,200,812 2,266,882,994
3 Net Utility Plant in Service 4,119,000,086 (93,985,910) 4,025,014,176
4
5 Plant Held for Future Use - - -
6 Total Net Utility Plant in Service 4,119,000,086 (93,985,910) 4,025,014,176
7
8 Customer Advances for Construction (15,077,376) - (15,077,376)
9 Customer Deposits (12,995,725) - (12,995,725)
10 Accumulated Deferred Investment Tax Credits Z & 5
11 Accumulated Deferred Income Taxes (481,355,035) 7,724,585 (473,630,450)
12 Total Deductions (509,428,136) 7,724,585 (501,703,551)
13 . .
14 Allowance for Working Capital 154,487,303 (1,005,564) 153,481,739
15
16 Other Rate Base Adjustments (2,328,164) - (2.328,164)
17
18 Regulatory Assets 68,615,467 (35,392,313) 33,223,154
19
20 Regulatory Liabilities (205,198,669) - (205,198,669)
21
22 Total Original Cost Rate Base 3,625,147,888 (122,659,202) 3,502,488,686

References:

Column [A]: Company as Filed
Column [B]: RUCO Schedule 5
Column (C): Column (A) + Column (B)




Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

Line

REFERENCES:

OO N - E

DESCRIPTION
Gross Utility Plant in Service
Less: Accumulated Depreciation
Net Utility Plant in Service

Plant Held for Future Use
Total Net Utility Plant in Service

Custommer Advances for Construction
Customer Deposits

Accumulated Deferred Investment Tax Credits
Accumulated Deferred Income Taxes

Total Deductions

Allowance for Working Capital

Qther Rate Base Adjustments

Regulatory Assets

Regulatory Liabilities

Total Criginal Cost Rate Base

Column {A) Company Schedule B-1

Column (B) See RUCO Schedule 8

Column {C) See RUCO Schedule 9

Column (D} See RUCO Schedule 10

Column (E} See RUCO Schedule 11

Column (F) See RUCO Schedule 12

Column {G) = Column (A} - Column (B) through (F)

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

ACC Jurisdiction

RUCO Schedule 5
Witness: Brown
Page 1 of 2

(M)
Company
Adjustad

OCRB
As Filed

B)

Rate Base
Adjustment No. 1
Rountine PTYP
Adjustment

(<)

Rate Base
Adjustment No. 2
Post-Test Year Plant
Retirements

o
Rate Base
Adjustment No. 3
Accumulated
Depreciation

§  6.382.682,269

2,263,682,182

§  4.119.000,086

5

(B30,608)

g

(89.954,490)

5

3,200,812

b (830,608)

$ (89,954, 490)

H

(3,200.812)

§  4.119,000,086

§  (15077.376)
(12,995,725)

(481,355,035)
3 (509,428 136)

5 154,487,303
(2,328,184)
68,615,467

(205,198, 669)

$_ 3625147887

5 (830.608)

5

$ (89,954 480)

3

5

(3,200,812)

(830.608)

$

{89.954 490)

(3,200,812)




Tucson Electric Power RUCO Schedule & RUCO Schodule §

Dochket No. E-01933A-22-0107 Witness: Brown Witness: Brown
Test Year Ended December 31, 2021 Page 1of2 Page2of2
SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS “SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
ACC ACC
1) (B} L iey 1o [E) IF} G}
Conpanm Rate Bags Riate Bage Reta Base Rate Base Rifte Bage RUCO
Argusted Adpstment Mo, 1 Adistmont Mo 2 Adusiment No. 3 Addjustment Mo Adjustmant Mo, 5 Adusied OCRE
e . OCRE Retinting PTYP Poat-Tesl Yeer Plart Accumalated Cash Warking Reguiatory Assels Recommanded
Mo DESCRIPTION A5 Fied Adiusiment Reiements Ceoial ; . Balanices
1 Gross Ulity Piant in Sanice §  B382.662.280 5 (830,608) H (B3.954.400) % = % - & ) = 5 6,291,897.170
2 Lasm Acoumudsted Depeeciation 2263652182 - - JR0E1Z. - - 2,266, 52.954
3 Mek Lty Plant in Service - 4118000086 _§ 930608 & (E3854.490) _§ 13200812 & E] 2 iR 4025014176
4
5 Plant Had for Fuure Use - - - - - - -
6 Toial Net Ulity Plant in Service & 4500 E HEEEL  E (ESE5IAE0; 5 B20EE E R B T TR
7 . .
8 Customer Advances for Consiruction 5 NSOTATE. § - 5 - % - 8 -5 E (15.077,378)
a Customer Deposils {12.985,725) - - - - - (12.995.725)
10 “Accumdated Defered Investment Tax Credts - - - - - -
n Accumiisted Daferred Incorne Takes [481,355,035) C N - - TI24585 (4T3 E30.450)
2 Tetal Decuctions (508428135 _§ : i = 7% = EaC] TIPS % (501,703,551).
13 j
14 Allowance for Working Capital 5 154,467,303 & - 5 - % - % (1005564) 5 = 153481738
15
16 Othes Rate Basa Adjustments (2.328,164) - - - - - (2.328,16%)
7 i
18 Regulatary Asssts BB.G15467 - - - - {35.382,313) 33223154
18
o Py — Gos1e56 5 - 2 - = (205,198.669)
21
2 Tosal Qriginal Cost Rate Base S pfeniareer, 3 Bage 5 L995290), 3 TERON-T R 1 Qgosses) § SLSTTeY 8 202480685
BEFERENCES.
Colurn {A] Company Schadule B-1
Tl [5) See RUCD Schedufe §
Column (T} See RUCO Scheculs 9
Column {0} See RUCO Schedkile 10
Column (E) See RUCO Schisdude 11

Caolimi {F} Sea RUCD Schecule 12
Caolurmn (5] = Columin (A} - Goumn (B} shrough (F)



Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

RUCO Schedule 6
Witness: Brown

RECONSTRUCTION COST NEW LESS DEPRECIATION ("RCND") RATE BASE - ACC JURISDICTIONAL

LINE

Description

(A)
COMPANY
AS FILED

RCND

(B)

RUCO
ADJUSTMENTS

(C)
RUCO

AS ADJUSTED

RCND

1 Gross Utility Plant in Service
2 Less: Accumulated Depreciation
3 Net Utility Plant in Service
4
5 Plant Held for Future Use
6 Total Net Utility Plant in Service
7
8 Customer Advances for Construction
9 Customer Deposits
10 Accumulated Deferred Investment Tax Credits
11 Accumulated Deferred Income Taxes
12 Total Deductions
13
14 Allowance for Working Capital
15
16 Other Rate Base Adjustments
17
18 Regulatory Assets
19
20 Regulatory Liabilities
21
22 Total Original Cost Rate Base

References:

Column [A]: Company as Filed
Column [B]: RUCO Schedule 7
Column (C): Column (A) + Column (B)

12,829,137,385
4.896,991,067

(121,521,844)
83,167,629

12,707,615,542
4,980,158,695

7,932,146,319

(204,689,472)

7,727,456,846

7,932,146,319

(204,689,472)

7,727 ,456,846

(16,378,538)
(12,995,725)

(1,042,357,899)

7,724,585

(16,378,538)
(12,995,725)

(1,034,633,314)

(1,071,732,162)

7,724,585

(1,064,007,577)

154,487,303
(2,328,164)
68,615,467

(205,198.669)

(1,005,564)

(35,392,313)

153,481,739
(2,328,164)
33,223,154

(205,198,669)

6,875,990,093

(233,362,764)

6,642 627,329




Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

Line

10
11
12
13
14
15
16
17
18
19
20
21
22

W~ AW -
1F

DESCRIPTION
Gross Utility Plant in Service
Less: Accumulated Depreciation
Net Utility Plant in Service

Plant Held for Future Use
Total Nat Utility Plant in Service

Customer Advances for Construction
Customer Deposits

Accumulated Deferred Investment Tax Credits
Accumulated Deferred Income Taxes

Total Deductions

Allowance for Working Capital

Other Rate Base Adjustments

Regulatory Assels

Reguiatory Liabilities

Total RCND Rate Base

REFERENCES:
Column (A) Company Schedule B-1

Column (B) See RUCO Schedule 8

Column (C) See RUCO Schedule 8

Column (D) See RUCO Schedule 10

Column (E) See RUCO Schedule 11

Column (F) See RUCO Schedule 12

Column (G) = Column (A} - Column (B) through (F)

RUCO Schedule 7
Witness: Brown
Page 1of 2
SUMMARY OF RECONSTRUCTION COST NEW LESS DEPRECIATION ADJUSTMENTS
ACC Jurisdiction
(A) () () ©)
Company Rate Base Rate Base Rate Base
Adjusted Adjustment No. 1 Adjustment Mo, 2 Adjustment Mo, 3
RCND Rountine PTYP Post-Test Year Plant Accumulated
As Filed Adjustment Retirements Depreciation
12,829,137 385 $ (830,608) 5 (120,691,236) -
4,896,991,067 & = 83,167,629
7.932,146,319 $ 830,608 $ (120,691,236) (83,167.629)
7.932,146,319 $ 830,608 $ (120,691,236) (83,167.629)
{16,378,538) 3 L 5 - -
(12,995,725) - = =
(1.042,357,899) - - i
(1.071.732 162) $ - 5 - -
154,487,303  § - $ = 2
(2,328,164) 2 < .
68,615,467 = - -
(205,198 669) = - ;
6,875,990,093 bl (830,608) 3 {120,691,236) (83,167.629)




Tuesen Electric Power
Docket No. E-01933A-22-0107
Tost Year Ended Docembar 21, 2021

]

R R e 1

DESCRIPTION
Gross Ublily Plant i Sarvics.
Less: Accumulated Depreciation
Net Litdity Plan m Sarvica

Plant Hedd for Fubara Use
Tatal Met Lty Plant in Sanice

Custoener Advances for Constructon
Customar Deposits .

Accumudaled Deferred Investrent Tax Credits
Accumiated Deforred Income Taxes

Tolal Deductions

Alowance for Working Capial

Other Rate Base Adusbments

Regulistony Assels

Regulatory Liskifties

Total RCND Rate Baze

REFERENCES: )

Taumn (A} Company Schadide B-1

Calumn {B) See RUCD Schedule §

Crofumn {C) Sea RUCO Schaduie 9

Criumn (D) Ses KUCO Schedue 10

Coumn {E) See RUCO Schedule 11

o {F) See RUCO Schedue 12

Cofumn {3} = Columin (A - Colurnn (8] throigh (F)

RUCO Schedule 7 RUCO Schadule T
5; Brown Witness: Brown
Page 1 of 2 Pago 2of 2
SUMMARY OF RECONSTRUCTION COST NEW LESS DEFRECIATION ADJUSTMENTS SUMMARY OF RECONSTRUCTION COST NEW LESS DEPRECIATION ADJUSTMENTS
ACC ACC
(A 1B) ic) [135] (E) (F} (@)
Company Aalg Base Raie Base Rate Base Rate Base Rate Basa RUCT
Acfizstord Adfjustmant No. 1 Adjustmant No. 2 Adjustment No, 3 Adjustmant No. 4 Adjustment No. 5 Adgusted RGND
RCND Rounting PTYP Post-Tast Year Plant Accumulated Cash Working Regulstory Aszets Recommended
As Fied ustiment Retiremants Capilal and Related ADIT Bafances
§ 12.829,137385 5 (B30,609) 5 (120,5691.236) x 3 - 5 - 5 12707 615,542
4,896,991 067 = = B3, 167,629 z 4,860,158, 695
§ 78148319 % BES,. 5 120,501 .238]. 3 U 3 7
5 7039146310 5 B30 6] 3 (120,601,236 183 167.629 H ¥ 5 3 F.T27 456,846
5 {16,376.536) § =. § = 5 - s % (16,378,538)
{12,995 725) = = (12.995.725)
— L0492, 357.800) = I (10346333141
§ {1.071.732.162) 5 - S - 5 = 5 724 5 11.064. 007, 577)
5 154,487,303 $ 5 3 (1005584 & 5 153,481,738
(2,328,164} - - - 12,328, 164)
68,615 467 b = (35.392,313) 33,223,154
205,198,660} - = = (205.194,660)
5 G.B75990,003 S (B30 08} 3 L1240, 581 236] (83167 524 3 (1,005 564) 5 27 687 728) 5 6,642 627 320




Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

RATE BASE ADJUSTMENT NO. 1
REMOVE ROUTINE POST-TEST YEAR PLANT

RUCO Schedule 8
Witness: Brown

[A] [B] [C] 0] [E] [F]
Original Cost | | RCN Reconstructive Cost New
Line FERC Company RUCO RUCO Ratio Company RUCO RUCO
No. Nos. DESCRIPTION Proposed Adjustment As Adjusted Factor Proposed Adjustment As Adjusted
1 Gross Utility Plant in Service $ 6,382,682,269 §$ - % 6,382,682,269 $ 12,829,137,385 § - $ 12,829,137,385
2 391  To Remove PTY Office Furniture - (830,608) (830,608) 1.00 - (830,608) (830,608)
3 Total $ 6,382,682,269 § (830,608) $ 6,381,851,661 $ 12,829,137,385 § (830,608) $ 12,828,306,777

Source: RUCO Data Request 1.41

References:

Column [A] Per Company Filing

Column [B] Testimony CSB

Column [C] = Column [A] + Column [B]
Column [D] = Column [A] x RCND Ratio Factor
Column [E] = Column [B] x RCND Ratio Factor
Column [F] = Column [D] + Column [E]



Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

RATE BASE ADJUSTMENT NO. 2

POST-TEST YEAR PLANT RETIREMENTS JANUARY to JUNE 2022

RUCO Schedule 9

Page 1 of 3

Witness: Brown

[A] [B] [C] D] [E] _ [F] [G]
| Original Cost | RCN Reconstructive Cost New |
Line FERC Company RUCO RUCO Ratio Company RUCO RUCO
No. Nos. DESCRIPTION Proposed Adjustment As Adjusted Factor Proposed Adjustment As Adjusted

| | RUCODR1.37 | ColumnA+B | FromSch9,P.3 | | colBxColD | ColE+ColF |

1 317  ARCs for Steam Production Plant $ $ - 5 - 1.0000 $ - 5 - 3 -
2 303 Miscellaneous Intangible Plant $ $ (66,532,815) § (56,532,815) 1.1619 $ - % (65,682,717) § (65,682,717)
3 311 Struclures & Improvements $ 5 (636,845) $ (636,845) 2.6826 $ - % (1,708,382) § (1,708,382)
4 312 Boiler Plant Equipment $ $  (7.569574) $ (7.569,574) 22817 $ - $  (172711779) $  (17,271,779)
5 314 Turbogenerator Units $ 3 (1,329,319) § (1,329,319) 2.2948 $ - 8 (3,050,494) § (3,050,494)
6 315 Accessory Electric Equipment $ $ (442,282) $ (442,282) 4.5397 $ - % (2,007,813) § (2,007,813)
7 316 Miscellaneous Power Plant Equipment $ $ (105,087) $ (105,087) 2.3133 $ - $ (243,098) $ (243,098)
8 341  Structures & Improvements $ % (25,905) $ (25,905) 1.5068 $ - 3 (39,034) $ (39,034)
9 342 Fuel Holders, Producers, & Accessories % $ (5,186) $ (5,186) 1.8454 $ - % (9,570) % (9,570)
10 343  Prime Movers $ $ (717.632) $ (717,632) 16404  $ - $  (1177.169) $  (1.177,169)
11 344 Generators $ $ (632,926) §$ (632,926) 1.5202 $ - 8% (962,172) $ (962,172)
12 345 Accessory Electric Equipment $ 3 (154,564) 3 (154,564) 1.5936 $ - 5 (246,308) $ (246,308)

13 346 Miscellaneous Power Plant Equipment 3 $ - 8 - 1.9619 $ - % - 8 -
14 352 Structures & Improvements $ 5 (9,466) $ (9,466) 1.6719 $ - 8 (15.826) $ (15,826)
15 353 Station Equipment $ $ (1,004,500) $ (1,004,500) 2.0025 $ - § (2,011,534) $ (2,011,534)
16 355 Poles & Fixtures $ $ (299,935) $ (299,935) 1.2017 $ - 8 (360,422) $ (360,422)
17 356 Overhead Conductors & Devices $ $ (88,024) $ (88,024) 1.8490 $ - 8 (162,753) $ (162,753)
18 3860 Land & Rights $ $ (18,995) $ (18,995) 1.0000 $ - 8 (18,995) $ (18,995)
19 361 Structures & Improvements $ 3 (31,783) $ (31,783) 1.5480 $ - 8 (49,198) % (49,198)
20 362 Station Equipment $ 3 (1,123,389) § (1,123,389) 2.0408 $ - % (2,292,604) $ (2,292,604)
21 364 Poles, Towers, & Fixtures 3 $ (463,966) $ (463,966) 1.7966 $ - 8 (833,584) $ (833,584)
22 365 Overhead Conductors & Devices $ 5 (240,452) $ (240,452) 2.0538 $ = 8 (493,849) $ (493,849)
23 366 Underground Conduit $ $ (134,655) $ (134,655) 1.8813 $ - 5 (253,328) $ (253,328)
24 367 Underground Conductars & Devices $ 3 (320,569) $ (320,569) 2.4389 $ - % (781,843) $ (781,843)
25 368 Line Transformers % $ (429,559) § (429,559) 3.0458 $ - % (1,308,351) § (1,308,351)
26 369 Services $ $ (32,417) $ (32,417) 17904  $ -8 (58,038) $ (58,038)
27 370 Meters $ $ (3,459,886) § (3,459,886) 1.0582 $ - 8 (3,661,234) $ (3,661,234)
28 373 Street Lighting & Signal Systems $ 3 (38,588) $ (38,588) 1.7377 $ - 5 (67,053) § (67,053)
29 390 Structures & Improvements $ § (3,383,865) § (3,383,865) 1.3045 $ - 8 (4,414,370) $ (4,414,370)
30 391 Office Furniture & Equipment $ $ (4,168,313) § (4,168,313) 1.1045 $ - % (4,604,075) $ (4,604,075)
31 392 Transportation Equipment $ $ (419,096) $ (419,096) 1.1181 $ - % (468,607) $ (468,607)
32 393 Stores Equipment $ 5 (77,542) $ (77,542) 1.2345 $ = 8 (95,724) $ (95,724)
33 394 Tools, Shop, & Garage Equipment $ % (196,318) § (196,318) 1.1788 $ - % (231,427) % (231,427)
34 395 Laboratory Equipment $ 3 (332,225) § (332,225) 1.0526 $ - 8 (349,699) § (349,699)

35 396 Power Operated Equipment $ % - % - 1.1190 $ - § - % =
36 397 Communication Equipment $ $ (5,528,814) $ (5,528,814) 1.0418 $ - 8 (5,760,186) § (5,760,186)
Total $ $  (89,954,490) $ (89,954,490) $ - § (120,691,236) $ (120,691,236)




Tucson Electric Power
Docket No. E-01933A-22-0107

Test Year Ended December 31, 2021

RUCO Schedule 9

Page 2 of 3

Witness: Brown

To Remove San Juan PTY Retirements From "All" PTY Retirements Reported in RUCO DR 1.37

Line FERC
No. Nos. DESCRIPTION

(Al

All PTY Retirements

Jan to June 2022

[B]
To Remove San Juan Retirements
From the Retirements
Included in RUCO DR 1.37

[C]

PTY

Retirements

1 317  ARCs for Steam Production Plant

2 303 Miscellaneous Intangible Plant

3 311 Structures & Improvements

4 312 Boiler Plant Equipment

5 314  Turbogenerator Units

6 315  Accessory Electric Equipment

7 316 Miscellaneous Power Plant Equipment
8 341  Structures & Improvements

9 342 Fuel Holders, Producers, & Accessories
10 343 Prime Movers

11 344 Generators

12 345 Accessory Electric Equipment

13 346 Miscellaneous Power Plant Equipment
14 352 Structures & Improvements

15 353 Station Equipment

16 355 Poles & Fixtures

17 356 Overhead Conductors & Devices

18 360 Land & Rights

18 361 Structures & Improvements
20 362 Station Equipment

21 364 Poles, Towers, & Fixtures

22 365 Owverhead Conductors & Devices
23 366 Underground Conduit

24 367 Underground Conductors & Devices
25 368 Line Transformers
26 369 Services
27 370 Meters
28 373 Street Lighting & Signal Systems

29 390 Structures & Improvements

30 391 Office Furniture & Equipment

31 392 Transportation Equipment

32 393 Stores Equipment

33 394 Tools, Shop, & Garage Equipment
34 395 Laboratory Equipment

35 396 Power Operated Equipment

36 397 Communication Equipment

Total

RUCO DR 1.37 RUCO DR 10.01 Column A+ B
$ (18,239,070) $ 18,239,070 $ ”
$ (56,690,289) $ 157,474 $  (56,532,815)
$ (21,079,109) $ 20,442,265 $ (636,845)
$ (206,923,010) $ 199,353,436 $ (7,569,574)
$ (43,536,521) $ 42,207,201 $ (1,329,319)
$ (18,115,914) $ 17,673,632 S (442,282)
$ (2,352,658) $ 2,247,572 $ (105,087)
$ (25,905) $ = § (25,905)
$ (5,188) $ - $ (5,186)
$ (717.632) $ = 1§ (717,632)
$ (632,926) $ - 8 (632,926)
$ (154,564) $ = (154,564)
$ - % - 8 -
$ (9.466) $ =% (9,466)
$ (1,004,500) $ o 1§ (1,004,500)
$ (299,935) $ 5 8 (299,935)
$ (88,024) $ - 8 (88,024)
$ (18.995) $ = I8 (18,995)
$ (31,783) $ -8 (31,783)
$ (1,123,389) $ -8 (1,123,389)
$ (463,966) $ = g (463,966)
$ (240,452) $ - § (240,452)
$ (134,655) $ 5 8 (134,655)
$ (320,569) $ = § (320,569)
$ (429,559) $ - 8 (429,559)
$ (32.417) $ = 1§ (32,417)
$ (3,459,886) $ - 8 (3,459,886)
$ (38,588) $ = (38,588)
$ (4,241,552) $ 857,687 $ (3,383,865)
$ (4,958,696) $ 790,383 $ (4,168,313)
$ (819,426) $ 400,329 $ (419,096)
$ (113,189) $ 35,647 S (77,542)
$ (244,518) $ 48200 $ (196,318)
$ (332,225) = (332,225)
$ (137,937) $ 137,937 S -
$ (5,965,990) $ 437,177 _$ (5,528,814)
$ (392,982,501) $ 303,028,010 $  (89,954,490)



Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

RUCO Schedule 9
Page 3 0of 3
Witness: Brown

Calculation of RCN Ratio Factor

FERC OCRB RCND RCN Ratio
Pm—— Plant In Service Adjusted Plant in Adjusted Plant Factor
Service in Service (RCND / OCRB)

317 ARCs for Steam Production Plant 0 0 1.000000
303 Miscellaneous Intangible Plant 306,119,534 355,665,335 1.161851
311 Structures & Improvements 349,121,877 936,544,173 2.682571
312 Boiler Plant Equipment 1,210,446,796 2,761,921,661 2.281737
314 Turbogenerator Units 300,279,917 689,076,057 2.294779
315 Accessory Electric Equipment 192,905,641 875,727,260 4.539666
316 Miscellaneous Power Plant Equipment 33,042,844 76,438,283 2.313308
341 Structures & Improvements 67,651,365 101,938,885 1.506827
342 Fuel Holders, Producers, & Accessories 28,947,979 53,420,129 1.845384
343 Prime Movers 531,855,343 872,430,029 1.640352
344 Generators 785,706,535 1,194,428,788 1.520197
345 Accessory Electric Equipment 116,824,240 186,167,102 1.593566
346 Miscellaneous Power Plant Equipment 27,717,393 54,377,688 1.961862
352 Structures & Improvements 75,930,807 126,949,382 1.671909
353 Station Equipment 560,478,706 1,122,371,422 2.002523
355 Poles & Fixtures 168,016,163 201,899,383 1.201666
356 Overhead Conductors & Devices 145,386,456 268,814,775 1.848967
360 Land & Rights 11,194,440 11,194,442 1.000000
361 Structures & Improvements 29,395,787 45,503,521 1.547961
362 Station Equipment 363,060,098 740,930,602 2.040793
364 Poles, Towers, & Fixtures 328,433,552 590,079,356 1.796648
365 Overhead Conductors & Devices 259,298,246 532,555,331 2.053833
366 Underground Conduit 93,779,353 176,427,990 1.881310
367 Underground Conductors & Devices 383,740,766 935,914,786 2.438925
368 Line Transformers 345,274,427 1,051,637,604 3.045802
369 Services 185,629,951 332,349,273 1.790386
370 Meters 91,950,398 97,301,432 1.058195
373 Street Lighting & Signal Systems 19,226,896 33,409,712 1.737655
390 Structures & Improvements 282,427,901 368,437,128 1.304535
391 Office Furniture & Equipment 124,220,907 137,207,160 1.104542
392 Transportation Equipment 58,266,422 65,149,756 1.118136
393 Stores Equipment 1,603,147 1,979,070 1.234491
394 Tools, Shop, & Garage Equipment 11,022,821 12,994,098 1.178836
395 Laboratory Equipment 6,502,964 6,844,998 1.052597
396 Power Operated Equipment 13,785,785 15,426,245 1.118996
397 Communication Equipment 142,850,671 148,828,743 1.041848



Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

RATE BASE ADJUSTMENT NO. 3

ACCUMULATED DEPRECIATION & AMORTIZATION

RUCO Schedule 10
Witness: Brown

[A] ] [c] D] [E] [F] 6]
Original Cost Original Cost Original Cost RCN RCN RCN RCN
LINE COMPANY RUCO RUCO RATIO COMPANY RUCO RUCO
NO. [Description AS FILED ADJUSTMENTS AS ADJUSTED FACTOR AS FILED ADJUSTMENTS | AS ADJUSTED
1 Ref: Sch B-1, Page 1 ColBxColD
2 Accumulated Depreciation & Amortization $ 2263682182 § - § 2263682182 $ 2263682182 § - 5 2,263,682,182
3 To Reflect PTY Depreciation Exp to Same Cut-off Date as PTY Plant $ - 5 95,164,560 3 95,164,560 216 % - 5 205,868,122 § 205,868,122
4 To Remove Accu Depr for Routine PTY Office Furniture & Equip 3 - 3 (8,680) § (8,680) 1.00 § - 5 (8,680) 3 (8,680)
5 To Remaove Accu Depr for PTY Retirements (See RUCO Schedule 9) $ - 5 (89,954 490) $ (89,854 490) RUCOSch9 § - §  (120,691,236) § (120,691.236)
6 To Remove Amortization Exp for Demand Side Mgmnt Regulatory Asset (From Line 30) $ - 5 (1,611,926) § (1,511,926) 1.00 § = $ (1.511,926) § (1,511,926)
7 To Remove Amortization Exp for Electric Vehicle Infrastruc. Regulatory Asset (From Line 30) $ - 5 {263,514) § (253,514) 1.00 § - 3 (253,514) 8 (253,514)
8 To Remave Amortization Exp for San Juan Materials & Supplies Regulatory Asset (From Line 30) 5 - g (235,138) § (235.138) 100 = $ (235,138) § (235.138)
9 Total A lated Depr 1 & Amortization $ 2,263682,182 § 3,200,812 § 2,266,882,994 $ 2263682182 % 83,167,629 § 2.346,849,811
10
11
12 To Refliect 6-Months of PTY Depreciation ]
13 Test Year Depreciation  $ 190,329,120 RUCO Schedule 13
14 Divided by 2 2
15 5 95,164,560
16
17
18 Cailculation of
19 Half Year Convention Depreciation Expense
20 for PTY Office Furniture
21 Plant to Be' Removed $ 830,608 RUCO 1.41
22 Multiplied by 4.18% From Depreciation Study
23 5 34,719
24 Multiplied by 312 To reflect plant being removed at midpoint of 6 month cut off period
25 Total Removed $ 8,680
26
27
28 Calculation of Amortization Expense for Regulatory Assets
29 Demand Electric Vehicle San Juan
30 Side Infrastructure Materials &
a1 Manag it . P Suppli
32 RUCO DR 3:15 RUCC DR 3.15 |RUCO DR 3.15
33 Annual Amortization Expense Related to Regulatory Assets to Be Removed § 6,047,705 § 1,014,054 § 940,552
34 312 312 3112 To reflect plant being removed at midpoint of 6 months
35 $ 1511926 § 253514 § 235138

Column A: Company Schedule B-1
Column B: RUCO Schedule 4; Testimony, CSB
Column C: Column [A] + Column [B]



Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

RATE BASE ADJUSTMENT NO. 4
WORKING CAPITAL SUMMARY

RUCO Schedule 11
Page 1 of 4
Witness: Brown

, (A) (B) (C)
Line
No. Description Per Company Adjustment Per RUCO
Co. Sch B5 P-1 Col C -Col A
1 Cash Working Capital $ (9,930,742) (1,005,564) $ (10,936,306) RUCO Schedule 11, Page 2, Line 30
2
3 Fuel Inventory $ 25,141,000 0% 25,141,000
4
5 Materials and Supplies $ 122,918,000 0 % 122,918,000
6
7 Prepayments $ 16,357,000 0§ 16,357,000
8
9 Total Working Capital $ 154,485,258 $ (1,005,564) $ 153,479,694



Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021
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RATE BASE ADJUSTMENT NO. 4
Cash Working Capital - Lead/Lag Study

RUCO Schedule 11

Page 2 of 4

Witness: Brown

(A) (B) (€) (D) (E) (F) (G)
RUCO Adjusted Cash Working
Test Year Revenue Expense Net Lead/Lag Capital
Description Amount Lag Days Lag Days Lag Days Factor Required
| Ref: RUCO Sch 11, P.3| Ref: Co. Sch B5, P-3 | Ref: RUCO Sch 11, P.4| | Col. C-Col.D | Col. E/365]| Col.BxCol.F |
Cash Operating Expenses -
Salaries and Wages 95,635,147 4219 10.94 31,25 0.0856 8,186,369
Incentive Pay 1,029,603 42.19 244.50 (202.31) (0.5543) (570,709)
Intercompany 22,873,629 42.19 39.49 2.70 0.0074 169,265
Fuel & Purchased Power Expense 383,316,622 42.19 32.79 9.40 0.0258 9,889,569
Other O&M 38,703,823 42.19 30.84 11.35 0.0311 1,203,689
Remote Generating Plants O&M 30,535,041 42.19 (3.26) 45.45 0.1245 3,801,613
Office Supplies and Expenses 12,578,572 42.19 (39.77) 81.96 0.2245 2,823,889
Outside Services 12,144,353 42.19 42.82 (0.63) (0.0017) (20,645)
Property Insurance 0 42.19 0.00 42.19 0.1156 -
Injuries and Damages 0 42.19 0.00 4219 0.1156 -
Pensions and Benefits 9,508,340 42.19 153.87 (111.68) (0.3060) (2,909,552)
Regulatory Commission Expense 1 42.19 0.00 4219 0.1156 0
General Advertising Expenses 1,557,598 42.19 38.10 4.09 0.0112 17,445
Miscellaneous General Expenses 2,208,892 42.19 (96.14) 138.33 0.3790 837,170
Property Taxes 52,649,440 42.19 212.00 (169.81) (0.4652) (24,492,519)
Payroll Taxes 6,877,259 42.19 10.94 31.25 0.0856 588,693
Current Income Taxes 0 42.19 37.00 5.19 0.0142 -
Other Taxes 11,905 42.19 88.63 (46.44) (0.1272) (1.514)
Interest on Customer Deposits 241,025 42.19 182.50 (140.31) (0.3844) (92,650)
Other Operations and Maintenance 2,572,393 4219 35.62 6.57 0.0180 46,303
Total Cash Operating Expenses $672,443,642 ($523,585)
Other Cash Working Capital Elements:
Interest On Long-Term Debt 61,131,387 42.19 91.25 (49.06) (0.1344) (8,216,058)
Revenue Taxes and Assessments 106,118,947 42.19 49.74 (7.55) (0.0207) (2,196,662)
$167,250,334 ($10,412,721)
Total $839,693,976
Cash Working Capital - Per RUCO (Line 21 + Line 26) (10,936,306)




Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

Co~NoOU A~ WwN =

RATE BASE ADJUSTMENT NO. 4
Cash Working Capital - Adjustments to Expenses

RUCO Schedule 11

Page 3 of 4
Witness: Brown

(A) (B) (©) (D) (E) (F)
ACC RUCO Adj RUCO
Description Adjusted Total ACC Ratio Adjusted Total Adjustment No. as Adjusted
| | Ref: Co. Sch B-5, P-3[ Ref: Co. SchB-5,P-3] Col.BxCol.C | | Ref: RUCO-14 | Ref: RUCO-14 | ColD+ColF |
Cash Operating Expenses -

Salaries and Wages 107,147,312 90.40% 96,860,901 (1,225,755) 3, 7a 95,635,147
Incentive Pay 10,724,060 90.40% 9,694,523 (8,664,920) 4,56 1,029,603
Intercompany 25,302,757 90.40% 22,873,629 0 22,873,629
Fuel & Purchased Power Expense 383,316,622 100.00% 383,316,622 0 383,316,622
Other O&M 46,629,194 90.40% 42 152,675 (3,448,852) 2,89 38,703,823
Remote Generating Plants O&M 33,777,794 90.40% 30,535,041 0 30,535,041
Office Supplies and Expenses 14,551,089 86.44% 12,578,572 0 12,578,572
Outside Services 14,048,779 86.44% 12,144,353 0 12,144,353

Property Insurance 5,101,702 79.61% 4,061,673 (4,061,673) Brown Direct Testimony e

Injuries and Damages 3,161,104 86.44% 2,732,591 (2,732,591) Brown Direct Testimony =
Pensions and Benefits 10,999,397 86.44% 9,508,340 0 9,508,340
Regulatory Commission Expense 5 17.71% 1 0 1
General Advertising Expenses 1,801,855 86.44% 1,557,598 0 1,557,598
Miscellaneous General Expenses 2,555,281 86.44% 2,208,892 0 2,208,892
Property Taxes 64,966,158 81.04% 52,649,440 0 52,649,440
Payroll Taxes 7,999,423 86.44% 6,915,036 (37,777) 7b 6,877,259

Current Income Taxes 0 0.00% 0 0 -
Other Taxes 130,954 9.09% 11,905 0 11,905
Interest on Customer Deposits 241,025 100.00% 241,025 0 241,025
Other Operations and Maintenance 2,845,575 90.40% 2,572,393 0 2,572,393
Total Cash Operating Expenses $735,300,085 692,615,210 (20,171,568) $672,443,642

Other Cash Working Capital Elements:

Interest On Long-Term Debt 78,251,681 81.04% 63,414,959 (2,283,572) RUCO-26 61,131,387
Revenue Taxes and Assessments 106,118,947 100.00% 106,118,947 0 106,118,947
184,370,628 169,533,906 (2,283,572) 167,250,334
Total $919,670,714 $862,149,115 ($22,455,140) $839,693,976




Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

RUCO Schedule 11

Lead Lag
Summary
Workbook

Lead Lag Days

From Company
Schedule
"Lead Lag
Days"

Revenue

Salaries and Wages

Incentive Compensation
Intercompany

Purchased Power, Trans & Fuel
Local Generation O&M

Remote Generating Plants O&M
Office Supply & Expenses
Outside Services

Pensions & Benefits

Regulatory Commission Expenses
General Advertising Expenses
Misc, General Expense
Property Taxes

Payroll Taxes

Income Taxes (See W/P 11.1)
Other Taxes

Interest on Customer Deposits
Other O&M

Interest on Long-Term Bonds
Revenue Taxes & Assessments

Zooommoowm>

I—G%IIWIOO

4219
10.94
244.50
39.49
3279
30.84
(3.26)
(39.77)
42.82
153.87 See RUCO Workpapers-Confidential Lead Lag Study

38.10
(96.14)
206.82
10.94
37.00
88.63

35.62
90.60
49.74

Page 4 of 4
Witness: Brown



Tucson Electric Power RUCO Schedule 12
Docket No. E-01333A-22-0107 Witness: Erdwurm
Test Year Ended December 31, 2021

RATE BASE ADJUSTMENT NO. 5
REGULATORY ASSETS & RELATED ADIT

(A} {B) {C)
Line Company RUCO RUCO
No. DESCRIPTION Proposed Adjustment As Adjusted
1 Demand Side Management (DSM) $ 31,008,731 % (31,008731) % -
2 Electric Vehicle Infrastructure Investments § 1,561,925 3% {1,561,925)
3 San Juan Materials and Supplies $ 2821657 § (2,821,657)
4 $ 35,392,313 § {35,392,313) $ -
5
G
7 Accumulated Deferred Income Taxes - DSM $ {7.724,585) $ 7.724585 $% -
8
References:

Calumn (A) Per Company Filing, RUCO Data Request 3.15
Column (B} Testimony CSB
Calumn (C) = Column (A) + Column (B}



Tucson Electric Power RUCO Schedule 13
Docket No. E-01933A-22-0107 Witness: Michlik
Test Year Ended December 31, 2021

SUMMARY OF OPERATING INCOME STATEMENT - ACC JURISDICTIONAL - ADJUSTED TEST YEAR AND RUCO

(A) (B) (C)
COMPANY RUCO RUCO
LINE AS TEST YEAR TEST YEAR
NO. Description FILED ADJUSTMENTS AS ADJUSTED
1T Operating Revenues
2 Electric Retail Non-Fuel Revenue $ 736474603 § - $§ 736,474,603
3 PPFAC Revenue 319,817,526 319,817,526
4  Sales for Resale - -
5 Other Operating Revenue 39,899,714 39,899,714
6 Total Operating Revenues $ 1.096,191843 § - § 1,006,197,843
7
8 Operating Expenses -
9  Fuel, Purchased Power & Transmission $ 319,817,526 $ - % 319,817,526
10 REST - Fuel & Purchased Power 65,124,072 - 65,124,072
11 Other Operations and Maintenance Expense 348,440,821 (13,339,527} 335,101,294
12 Depreciation and Amortization 225,533,111 (35,203,991) 190,329,120
13 Taxes Other than Income Taxes 59,576,379 (37,777) 59,538,602
14  Income Taxes (23,184,003) 12,617,963 (10,566,040)
15 Total Operating Expenses $ 995307906 $ (35963,332) § 959,344,574

16 Net Operating Income ,883, 1963, 847,

References:

Column [A]: Company as Filed
Column [B]: RUCO Schedule 14
Column (C): Column (A) + Column (B)



Tucson Electric Power

RUCO Schedule 14

Docket No, E-01933A-22-0107 Witness: Michlik
Test Year Ended December 31, 2021 Page 1 of 2
OPERATING INCOME STATEMENT - ACC JURISDICTIONAL - ADJUSTED TEST YEAR AND RUCO RECOMMENDED ADJUSTMENTS

&) (B) C) (D) (E}) (F) 6)
Adj. 1 Adj. 2 Adj. 3 Adj. 4 Adj. 5 Adj. &
COMPANY Payroll Payment Card Board of Short-Term Long-Term SERP
LINE AS Exp Pr ing Fees Di Fees ive Program Incentive Program Expense
NO. Dsscrle!iﬂﬂ FILED RUCO-15 RUCO-16 RUCO-17 RUCO-18 RUCO-18 RUCO-20
Operating Revenue

1 Eleclric Retall Non-Fuel Revenue § 736,474,603 - - 0§ = = - § =

2 PPFAC Revenus 318,817,526

3 Sales for Resale =

Other Operating Revenue 38,899 714

4 Operating Margin § 1,096.191.843 - s - - - =8 -

2

&  Operating Expenses

7 Fuel, Purchased Power & Transmission §  319.817.526 - 8 - - - 8

8 REST - Fuel & Purchased Power 65,124,072 - - - - - -

9 Other Operations and Maintenance Expense 348,440,821 - (2.744.491) (356,137) (4,469,854) {2,735,258) (1,459,808}
10 Dey fation and Amortizati 225,533,111 - - - - = -
11 Taxes Other than Income Taxes 59,576,379 - - - - -
12 Income Taxes (23,184,003} - - - - - -
13 Total Operating Expenses $ 995,307,908 = {2.744.491) § (356,13 {4,469,854) (2,735,258) % {1,459 808)
14  Net Operating Income § 100,883,938 = 2744481  § 356,137 4,469 854 2735268  § 1,459,808




Tucson Electric Power
Docket No. E-01933A-22-0107

RUCO Schedule 14
Witness: Michlik

Test Year Ended December 31, 2021 Page 2 of 2
OPERATING INt OPERATING INCOME STATEMENT - ACC JURISDICTIONAL - ADJUSTED TEST YEAR AND RUCO RECOMMENDED ADJUSTMENTS
(H) n &) (K) (L) (M) (N) ©)
Adj. 7 Adj. 8 Adj. 9 Adj. 10 Adj. 11 Adj. 12 Adj. 13
Severance Industry Other Depreciation Rate Case Interest Income RUCO
LINE Pay Dues Dues Expense Expense Synchronization Tax as
NO. Description RUCO-21 RUCO-22 RUCO-23 RUCO-24 RUCO-25 UCO-26 RUCO-27 Adjusted
Operating Revenue
1 Electric Retail Non-Fuel Revenue 5 5 - 3 - 3 - % - % - 8 - 8 736,474,603
2 PPFAC Revenue 319,817,526
3 Sales for Resale -
Other Operating Revenue 39,899,714
4  Operating Margin $ $ - & = 9 - % - % - % -~ 8 1,096,191,843
5 T
6 Operating Expenses
7 Fuel, Purchased Power & Transmission $ - % - 5 - 8 - % - 5 = § - % 319,817,526
8 REST - Fuel & Purchased Power - - - - - - - 65,124,072
9  Other Operations and Maintenance Expense (869.618) a (B07,375) (96,986) - - - - 335,101,294
10 Depreciation and Amortization - - - (35,203,991) - - 190,329,120
11 Taxes Other than Income Taxes (37,777) b - - - - - - 59,538,602
12 Income Taxes - - - - - 515731 12,102,232 (10,566,040}
13 Total Operating Expenses $ {907,395) & (607,375) & (96,986) § (35.203,991) % - $ 515,731 $ 12,102,232  § 959,344,574
14  Net Operating Income 5 907,395  § 607,375 § 96,986 § 35,203,991 5 - 5 (515,731) %  (12,102,232) § 136,847,270




Tucson Electric Power RUCO Schedule 15
Docket No. E-01933A-22-0107 Witness: Michlik
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT NO. 1
PAYROLL EXPENSE

(A) (B) (C}
Line FERC COMPANY RUCO RUCO
No. Na. DESCRIPTION PROPOSED ADJUSTMENT AS ADJUSTED
1 Various Non-Union Payroll Expense ] - % - % -

References:

Column (A) = Per Company Filing
Column (B} Testimony JMM

Calumn (C) = Column (A) + Column (B}



Tucson Electric Power RUCOQ Schedule 16
Docket No. E-01933A-22-0107 Witness: Michlik
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT NO. 2
REVERSE PAYMENENT CARD PROCESSING FEES

(A) (B) (C)
Line FERC COMPANY RUCO RUCO
No. No. DESCRIPTION PROPOSED  ADJUSTMENT _ AS ADJUSTED

1 903 Customer Records & Collection Expenses $ 2,744,491 § (2,744,491) $ -

Source: RUCO data request 9.02(a) and (g).

References:

Colurmn (A) Per Company Filing
Celumn (B) Testimony JMM

Column {C) = Column {A) + Column (B}



Tucscon Electric Power RUCQO Schedule 17
Decket No. E-01933A-22-0107 Witness: Michlik
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT NO. 3
DIRECTORS AND OFFICERS (D&0) INSURANCE EXPENSE

(A) (B) (C)
Line FERC COMPANY RUCO RUCO
No. No. DESCRIPTION PROPOSED ADJUSTMENT AS ADJUSTED
1 930.2 Board of Directors Fees $ 712,273 % (356,137) & 356,137

Source: RUCO data request 1.46 and 4.06

References:

Column {A) Per Company Filing
Column {B) Testimony JMM

Column {C) = Column {A) + Column {B)



Tucson Electric Power RUCO Schedule 18
Docket No. E-01933A-22-0107 Witness: Michlik
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT NO. 4
SHORT-TERM INCENTIVE PROGRAM

(A) (8) (©) (D)
ACC

Line FERC COMPANY RUCO RUCO JURISDICTIONALLY
No. No. DESCRIPTION PROPOSED ADJUSTMENT AS ADJUSTED ADJUSTED

1 Various PEP Expense $ 10,724.060 & (5.362,030) $ 5362,030 $ 4,469,854

2

3 RUCO's Calculation:

4 Three-Year 1/2 of 3 Year ACC

5 FERC Average Average Jurisdictional Amount

6

7 Non-Executive

8 0506 $ 1,772,241 § 886,120 % 799,458

9 0514 746,908 373,454 336,930

10 0566 699,065 349,532 31,776

1 0570 102,266 51,133 4,648

12 0588 676,607 338,303 338,303

13 0598 142,418 71,209 71,209

14 0903 448,152 224 076 224,076

15 0920 4,673,119 2,336,559 2,019,722

16 Subtotal 3 9,260,775 $ 4,630,387 $ 3,826,123

17

18 0408

19

20 Executive

21 0500 $ 166,666 & 83,333 § 72,033

22 0566 = - 8 e

23 0588 166,666 83,333 § 83,333

24 0920 1,129,953 564,977 § 488,366

25 Subtotal $ 1.463,285 § 731,642 5 643,732

26

27

28

29 Totals $ 10,724,060 $ 5,362,030 % 4,469,854

Source: UDR 1.016c AND RUCO data request 6.1

References:

Column (A) Per Company Filing
Column (B) Testimony JMM

Column (C) = Column (A) + Column (B)



Tueson Electric Power RUCO Schedule 19
Docket No, E-01933A-22-0107 Witness: Michlik
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT NO. 5
LONG-TERM INCENTIVE (“LTI") COMPENSATION PROGRAM

(A) (B} (C)
Line FERC COMPANY RUCO RUCO
No. No. DESCRIPTION PROPOSED ADJUSTMENT AS ADJUSTED
1 920 LTI Compensation Program % 2735258 § {2,735,258) § -

Source: UDR 1.016¢ AND RUCQO data request 6.2

References:

Cclumn {A) Per Company Filing
Cclumn {B) Testimony JMM

Celumn {C) = Column {A) + Column (B}



Tucscon Electric Power RUCO Schedule 20
Docket No. E-01933A-22-0107 Witness: Michlik
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT NO. 6
SUPPLEMENTAL EXECUTIVE RETIREMENT PLAN ("SERP") EXPENSE

(A) (B) (C)

Line FERC COMPANY RUCO RUCO
No. No. DESCRIPTION PROPOSED ADJUSTMENT AS ADJUSTED
1 926 SERP Expense $ 1,459,808 § (1,459.808) § -

Source: UDR 1.016¢ AND RUCO data request 6.3

References:

Column {A) Per Company Filing
Column (B) Testimony JMM

Column {C) = Column {A) + Column (B)



Tucson Electric Power RUCQ Schedule 21
Docket No. E-01933A-22-0107 Witness: Michlik
Test Year Ended December 31, 2021

CPERATING INCOME ADJUSTMENT NO. 7
SEVERANCE PAY

(A) (B) {C)
Line FERC COMPANY RUCO RUCO
No. No. DESCRIPTION PROPOSED ADJUSTMENT  AS ADJUSTED
1 920  Severance Pay $ 869,618 § (869,618) & -
2 408  Payroll 37,777 (37.777) -
3 Total 3 907,395 § {907,395) § -

Source: UDR ECB 1.020 and RUCQ data request 4.07.

References:

Column {A) Per Company Filing
Column {B) Testimony JMM

Column {C} = Column (A) + Column (B)



Tucson Electric Power RUCO Schedule 22
Docket No. E-01933A-22-0107 Witness: Michlik
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT NO. 8
INDUSTRY MEMBERSHIP DUES

() (B) (©) D) (E) (F)
AMOUNT ACC

Line TEST YEAR LOBBYING EXCLUDED BY AMOUNT AFTER RUCO JURISDICTIONALLY

No. DESCRIPTION AMOUNT PERCENTAGE COMPANY DEDUCTION AS ADJUSTED ADJUSTED
1  Industry Dues
2 Baker Botts LLP § 73,350 0.00% § - $ 73350 % 36,675 § 31,703
3 West Assoclates 27,248 10.00% 2,725 24,521 12,261 10,599
4 EEI Membership 636,169 14.30% 80,972 545,197 272,598 235,645
5 EEIUSWAG 30,985 0.80% 248 30,737 15,369 13,285
6 EEl Industry Issues 55,561 27.30% 15,168 40,393 20,196 17,459
7 EEI Restoration, Operations & Crisis Mgmt 10,000 0.00% - 10,000 5,000 4322
8 APLIC 2,500 0.00% - 2,500 1,250 1,081
9  Electric Power Research Institute ("EPRI”) 678,547 0.00% - 678,547 339,274 293,282
10 Total Industry Dues $ 1,514,358 109,113 & 1,405,245 $ 702623 § 607,375

Source: Company Pro-forma Membership Dues and Other Excludable Items

References:

Column (A) = Per Company Filing
Column (B) = Allocation Percentage
Column (C) = Column (A) * Column (B)
Column (D) = Colurmn (A) - Column (C)
Column (E) = RUCO Testimony
Column (F) = Column (E) * .8644



Tucson Electric Power RUCO Schedule 23
Docket No. E-01933A-22-0107 Witness: Michlik
Test Year Ended December 31, 2021
REDACTED
OPERATING INCOME ADJUSTMENT NO. 9
OTHER MEMBERSHIP DUES

(A} (B) (c o) {E)
PERCENTAGE
Line TEST YEAR ALLOCATED COMPANY RUCO RUCO
No. DESCRIPTION AMOUNT TO ARIZONA PROPOSED ADJUSTMENT AS ADJUSTED

Other Dues

1
3
4
5
i
7
8
9

10

11

12

13

14

15

16

17

18

19

20

21

22

Total Other Dues

Source: Company Pro-forma Membership Dues and Other Excludable ltems

Referances;

Column (A) = Per Company Filing
Column {B) = Allocation Percentage
Cotumn (C) = Column (A) * Column {B)
Column (D} = Testimony JMM

Column (E) = Column (C) + Column (D)



Tucson Electric Power RUCO Schedule 24
Docket No. E-01933A-22-0107 Page 1 of 1
Test Year Ended December 31, 2021 Witness: Brown

OPERATING INCOME ADJUSTMENT NO. 10
DEPRECIATION EXPENSE

(A) (B) (€)
Line COMPANY RUCO
No. DESCRIPTION PROPOSED ADJUSTMENT  AS ADJUSTED
1 Depreciation & Amortization Expense 5 219485406 § - § 219485406
2 DSM Regulatory Asset Amortization Expense 6,047,705 - 6,047,705
3 Total $ 225533111 % - $ 225533111
4 To Remove Annual Depr Expense Related to Routine Office Furniture - (34,719) (34,719) From Line 17
5 To Remove Annual Depr Expense Related to PTY Plant Retirements - (35,169,272) (35,169,272) From Line 24
& Total § 225533111 §  (35203,891) § 190,329.120
7
8
9
10
1" Calculation of Annual
12 Depreciation Expense
13 Related to PTY Office Furniture
14 PTY Office Furniture $ 830,608 RUCO Sch §; RUCO Data Request 1.41
15 Multipled by Depreciation Rate 4.18% From Depreciation Study
16 Annual Depr Expense for PTY Office Furniture § 34,719
17
18
19 Calculation of Annual
20 Depreciation Expense
21 Related to PTY Plant Retirements
22 PTY Retirements Depreciation for 6 months $ 17,584,636 RUCO Data Request 1.37
23 Multipled by 2 To reflect 12 months of Depreciation Expense
24 Annual Depr Expense for PTY Retirements § 35,169,272
References:

Column (A) = Per Company Filing, Schedule C-1, Page 1
Column (B) = Column (C) - Column (A)
Column (C) = Column B + Column C



Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT NO. 11
RATE CASE EXPENSE

RUCO Schedule 25
Witness: Erdwurm

(A) (B) (C)
Line COMPANY RUCO RUCO
No. DESCRIPTION PROPOSED ADJUSTMENT AS ADJUSTED
1 Annual Rate Case Expense $ - $ -

Note: See the Direct Testimony of RUCO Wintess Bentley Erdwurm.

References:

Column (A) Per Company Filing
Column (B} Testimony DBE

Column (C) = Column {A) + Column {B)



Tucson Electric Power RUCO Schedule 26
Docket No. E-01933A-22-0107 Witness: Michlik
Test Year Ended December 31, 2021

OPERATING INCOME ADJUSTMENT NO. 12

INTEREST SYNCHRONIZATION
(A) (B)

Line Company RUCO

No. Description Tax Rate Proposed Recommended
1 Adjusted Rate Base $ 3,625,147,888 $ 3,502,488,686
2 Weighted Cost of Debt 1.75% 1.75%
3 Synchronized Interest Deduction $ 63,272,244 $ 61,131,387
4 Increase (Decrease) in Deductible Interest $ (2,140,857)
5 State Income Taxes 3.91% $ 83,735
6 Federal Taxable Income $ (2,057,122)
¥ Federal Income Taxes 21.00% $ 431,996
8 Increase (Decrease) to Income Tax Expense 3 515,731

References:

Column (A) Per Company Filing
Column (B) Testimony JMM



Tucson Electric Power
Docket No. E-01933A-22-0107
Test Year Ended December 31, 2021

Line RUCO Income Tax Calculation on RUCO Adjustments

OPERATING INCOME ADJUSTMENT NO. 13
INCOME TAX EXPENSE

(Thousands of Dollars)

RUCO Schedule 27
Withess: Michlik

Operating Revenue

Electric Retail Non-Fuel Revenue
PPFAC Revenue

Sales for Resale

Other Operating Revenue
Operating Margin

Operating Expenses

— ) i e = ke Z

Fuel, Purchased Power & Transmission
REST - Fuel & Purchased Power

Other Operations and Maintenance Expense
Depreciation and Amaortization

Taxes Other than Income Taxes

Pre -Tax Operating Expenses

Pre -Tax Operating Income

Income Taxes

Combined Effective Tax Rate

References:
Testimony JMM

(35,203,991)

$
$ -
$ (13,339,527)
$
$ (37,777)

$ (48,581,295)

$ 48,581,295

$ 12,102,232

24.9113%
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EXECUTIVE SUMMARY

Tucson Electric Power Company (“TEP or Company”) is a for-profit, certificated Arizona public
service corporation that provides electric utility service to various communities in Pima County,
Arizona. On June 17, 2022, TEP filed an application with the Arizona Corporation Commission
(“Commission”) for a permanent rate increase. TEP serves more than 438,000 customers in and
around Pima County, Arizona. TEP’s corporate business office is located at 88 East Broadway
Blvd., Tucson, AZ 85702.

The direct testimony of Crystal S. Brown presents RUCO’s recommendations in the areas of rate
base and depreciation and amortization expense. RUCO’s adjustments to the Company’s OCRB
resulted in a net decrease of $122,659,202, from $3,625,147,888 to $3,502,488,686. The decrease
was primarily due to adjustments made to the following:

® Routine Post-Test Year Plant — RUCO recommends decreasing Original Cost Rate
Base (“OCRB”) plant in service by $830,608 to remove PTY plant that is routine in
nature such as office furniture.

® PTY Retirements — RUCO recommends decreasing OCRB plant in service by
$89,954,490 to remove PTY retirements.

° Accumulated Depreciation — RUCO recommends increasing OCRB accumulated
depreciation by $3,200,812 to reflect the regulatory lag on accumulated depreciation
and to remove accumulated depreciation and amortization related to RUCO's plant
and regulatory asset adjustments.

0 Cash Working Capital — RUCO recommends decreasing cash working capital by
$1,005,564 to reflect RUCO’s recommended operating expenses and expense lag
days in its cash working capital calculation.

° Regulatory Assets and Related Accumulated Deferred Income Tax (“ADIT™)
Adjustment — RUCO recommends decreasing the regulatory assets by $35,392,313
to remove the Company’s proposed regulatory assets and to increase the ADIT
balance by $7,724,585 to remove the related ADIT adjustment.

° Depreciation and Amortization Expense — This adjustment decreases operating
expense by $35,203,991 to reflect RUCO’s recommended plant and deferred
regulatory asset balances.

The Direct Testimony of Jeffrey Michlik presents RUCO’s recommendations on revenue
requirement and all operating expenses except depreciation expense and those covered by other
RUCO witnesses as noted. Mr. Bentley Erdwurm presents RUCO’s recommendations on rate case
expense, rate design, the Company’s proposed regulatory assets and its current and proposed
adjustor mechanisms. Mr. John Cassidy is presenting RUCO’s cost of capital recommendations.

-1i-
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L INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My name is Crystal S. Brown. I am a Public Utilities Analyst V employed by the Residential
Utility Consumer Office (“RUCO”). My business address is 1110 West Washington Street,
Suite 220, Phoenix, Arizona 8§5007.

Q. Briefly describe your responsibilities and capacity as a Public Utilities Analyst V.

A. I am responsible for analyzing and examining accounting, financial, statistical and other
information. Iprepare reports based on my analyses that present RUCO’s recommendations
to the Arizona Corporation Commission (“Commission” or “ACC”) on utility revenue
requirements, rate design and other matters in the interests of fair and reasonable rates for

residential utility ratepayers. Ialso provide expert testimony on these same matters.

Q. Please state your educational background and qualifications in the utility regulatory
field.
A. I earned a Bachelor of Science Degree in Business Administration from the University of

Arizona and a Bachelor of Science Degree in Accounting from Arizona State University.

I have been employed by RUCO as a Public Utilities Analyst V since June 2019. Prior to
joining RUCO, I was employed by the Commission for over 20 years and advanced through
all of the Public Utilities Analyst positions. My last position held was as an Executive
Consultant III. Prior to joining the Commission, I was employed by the Department of
Revenue as a Senior Internal Auditor and by the Office of the Auditor General as a Financial
Auditor. [ was a Cost Center Review Specialist for Blue Cross Blue Shield of Arizona prior

to my employment in state government.
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Q.
A.

IL.

Q.
A.

Please state the purpose of your testimony.
The purpose of my testimony is to present RUCO’s recommendations regarding Tucson
Electric Power Company’s (“Tucson Electric,” “TEP,” or “Company”) permanent rate

application filed on June 17, 2022.

What is the scope of your testimony in this case?

I am presenting testimony and schedules addressing rate base and depreciation and
amortization expense adjustments. Mr. Jeffrey Michlik is presenting RUCO’s
recommendations on revenue requirement and all operating expenses except depreciation
expense and those covered by other RUCO witnesses as noted. Mr. Bentley Erdwurm
presents RUCO’s recommendations on rate case expense, rate design, the Company’s
proposed regulatory assets and its current and proposed adjustor mechanisms. Mr. John

Cassidy is presenting RUCO’s cost of capital recommendations.

What is the basis of your testimony in this case?

I performed a regulatory audit of the Company’s application to determine whether
sufficient, relevant, and reliable evidence exists to support the Company’s requested rate
increase. The regulatory audit consisted of examining and testing the financial information,
accounting records, and other supporting documentation and verifying that the accounting
principles applied were in accordance with the Commission adopted Federal Energy

Regulatory Commission (“FERC”) Uniform System of Accounts (“USOA”™).

BACKGROUND
Please provide a brief background as it relates to this Application.
TEP is an Arizona “C” Corporation. TEP is a for-profit, certificated Arizona public service

corporation that provides electric utility service to various communities in Pima County,

2.
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IIL.

Arizona. On June 17,2022, TEP filed an application with the Commission for a permanent
rate increase. TEP serves more than 438,000 customers in and around Pima County,
Arizona. TEP’s corporate business office is located at 88 East Broadway Blvd., Tucson,

AZ 85702.

What test year did the Company use in this filing?

The Company’s rate filing is based on the twelve months ended December 31, 2021 (“TY™).

SUMMARY OF RUCO’S RECOMMENDED RATE BASE AND OPERATING
INCOME ADJUSTMENTS
Please summarize the rate base adjustments addressed in your testimony.

My testimony addresses the following rate base issues:

Rate Base Adjustments

Rate Base Adjustment No. 1 — Routine Post-Test Year Plant — This adjustment removes
PTY plant that is routine in nature, such as office furniture. This adjustment decreases

OCRB plant in service by $830,608.

Rate Base Adjustment No. 2 — Post-Test Year Plant Retirements — This adjustment removes

PTY plant retirements. This adjustment decreases OCRB plant in service by $89,954,490.

It also decreases accumulated depreciation by the same amount.

Rate Base Adjustment No. 3 — Accumulated Depreciation — This adjustment increases

accumulated depreciation by $3,200,812 to reflect the regulatory lag on accumulated
depreciation and to remove accumulated depreciation and amortization related to RUCO's

plant and regulatory asset adjustments.
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Rate Base Adjustment No. 4 — Cash Working Capital — This adjustment decreases cash

working capital to reflect RUCO’s recommended operating expenses and expense lag days
in its cash working capital calculation. This adjustment decreases cash working capital by

$1,005,564.

Rate Base Adjustment No. 5 - Regulatory Assets and Related Accumulated Deferred

Income Tax (“ADIT™) Adjustment — RUCO recommends decreasing the regulatory assets

by $35,392,313 to remove the Company’s proposed regulatory assets and to increase the

ADIT balance by $7,724,585 to remove the related ADIT adjustment.

RUCO Operating Income Adjustments

Q.

IV.

Please summarize the operating income recommendations and adjustments addressed
in your testimony.

My testimony addresses Operating Income Adjustment No. 10, Depreciation Expense. All
other revenue and expense adjustments are discussed in the testimony of RUCO witness,

Jeffrey Michlik or other RUCO witnesses as noted.

Operating Income Adjustment No. 10 — Depreciation and Amortization Expense — This

adjustment decreases depreciation and amortization expense to reflect RUCO’s
recommended plant and deferred regulatory asset balances and amortization period. This

adjustment decreases depreciation and amortization expense by $35,203,991.

RATE BASE

Did the Company treat its Original Cost Rate Base (“OCRB”) as its Fair Value Rate
Base (“FVRB”)?

No.
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Q.
A.

How did the Company calculate its FVRB?
The Company calculated its FVRB as the simple average (arithmetic mean) of the OCRB
and the Reconstruction Cost New Less Depreciation (“RCND”) Rate Base. This

methodology has been consistently accepted by the Commission in prior rate cases.

Rate Base Summary

Q.
A.

Please summarize RUCO’s adjustments to the Company’s OCRB.

RUCQ’s adjustments to the Company’s OCRB resulted in a net decrease of $122,659,202,
from $3,625,147,888 to $3,502,488,686. The decrease was primarily due to adjustments
made to the following: (1) Routine Post-Test Year Plant, (2) Post-Test Year Retirements,
(3) Accumulated Depreciation, (4) Cash Working Capital, and (5) the Proposed Regulatory
Assets and Related ADIT adjustment as shown on RUCO Schedule 4 and Schedule 5.

Please summarize RUCO’s adjustments to the Company’s RCND rate base.
RUCO?’s adjustments to the Company’s RCND resulted in a net decrease of $233,362,764,
from $6,875,990,093 to $6,642,627,329. RUCO’s adjustments to the Company’s RCND

rate base resulted in a net decrease of as shown on RUCO Schedules 6 and 7.

For those RUCO adjustments that affect not only the OCRB but also RCND, has
RUCO also presented this information?
Yes, if an adjustment affects not only the OCRB, but also the RCND rate base, RUCO has

shown the effects on the same schedule.

How does RUCO make its used and useful determination for plant?
RUCO relies, in large part, on Staff’s engineering witness and data request responses from

the Company.
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Rate Base Adjustment No. 1 — Routine Post Test Year Plant, Office Furniture

Q.
A.

What amount did RUCO remove for routine PTY plant?
The Company added $830,608 in PTY office furniture in order to mitigate the regulatory
lag related to the PTY office furniture. RUCO removed the $830,608 in PTY office

furniture.

Tools that Mitigate the Regulatory Lag on the PTY Office Furniture

Q.

Are there other tools, in addition to PTY plant, that a company can utilize to mitigate
regulatory lag?

Yes. The Commission has provided numerous tools to help companies manage regulatory
lag. Those tools include, but are not limited to, accounting deferrals/regulatory assets, PTY
expense adjustments, purchased power adjustors, and various types of surcharge
mechanisms.! Each of these tools provide for recovery of some or all of a particular cost,
or for the recovery of what would have otherwise been reduced revenue between utility rate

cases.

For example, a regulatory asset is an expense item that a company can include in rate base
and earn a rate of return and recover through depreciation expense. This treatment
guarantees a 100% recovery of the cost and serves to mitigate the Company’s regulatory lag
regarding its authorized rate of return. TEP has several Commission-approved regulatory
assets. As shown in the table below, the Company receives recovery of an additional
$7,490.,469 in operating expenses from what would have otherwise been reduced revenue
between utility rate cases. When the return of $2,428,613 on the $33 million in regulatory

assets is reflected, the total grows to over $9.9 million per year.

! These ratemaking tools can be used once approved by the Commission.

26~
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Regulatory Assets
Amount Total Cash
Description Amount Included in from
Included in Operating Regulatory
Rate Base Expense Assets
Springerville Unit 1 Leasehold Improvement Costs $ 4,151,362 $2.388.651
Navajo Abandon Plant Reg Asset NBV $29,329,090 84,159,015
Sundt Ul and U2 Cost of Removal $ (257.299) S 942.803
$33.223,154 $7,490,469 $7.490,469
Multiplied by Co. Proposed Rate of Return x 7.31%
$2,428,613 $2.428.613
Additional Cash to Mitigate Regulatory Lag --> $9,919,082

Additionally, the Company has an approved fuel adjustor which guarantees recovery of
100% of its fuel costs which further mitigates its regulatory lag related to its authorized rate

of return.

PTY Office Furniture is Not an Entitlement

Q. Is a company’s proposal to include any and all PTY plant an automatic entitlement
that it will receive all of the PTY plant it has proposed?

A. No, it is not. The Commission's decision in EPCOR’s relatively recent wastewater case has
put utilities on notice that there should not be an automatic expectation that PTY plant will

be approved in future cases unless circumstances warrant its inclusion:

Although the Commission agrees with the inclusion of the PTY plant
set forth in the Agreement, based in large part because the
Commission required EPCOR to file this rate case, EPCOR is put on
notice that going forward there should not be an expectation that
PTY plant will be approved in future rate cases unless there are
circumstances that would warrant its inclusion.” (Emphasis

Added).

? Decision No.76162 at 71.
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Q. Has the Commission identified criteria regarding PTY plant?

A. Yes. One of the main criteria that the Commission has identified is that the PTY plant must
be large in comparison to rate base “such that not including the post test-year plant in the
cost of service would jeopardize the utility's financial health.” The Commission, in Decision

No. 71410, identified the following criteria for inclusion of PTY plant:

Staff states that it has traditionally recognized two scenarios in which
Staff believes recognition of post test-year plant 1s appropriate: (1)
when the magnitude of the investment relative to the utility's
total investment is such that not including, the post test-year
plant in the cost of service would jeopardize the utility's financial
health, and (2) when certain conditions exist as follows: (a) the cost
of the post test-year plant is significant and substantial, (b) the net
impact on revenue and expenses for the post test-year plant is known
and insignificant or is revenue neutral, and (c) the post test-year plant
18 prudent and necessary for the provision of services and reflects
appropriate, efficient, effective, and timely decision-making.?
(Emphasis added).

Percentage of the PTY Office Furniture to the Total Amount of PTY Plant

Q. What is the total amount of PTY plant that RUCO has recommended for TEP?
A. Of the $209 million in PTY plant that TEP has requested, RUCO has recommended
approval of $208,169,392, a difference of $830,608. The $830,608 is the PTY office

furniture that RUCO is recommending that the Company recover in its next rate case.

Q. What is the percentage of the Office Furniture compared to the total PTY plant?
A. The table below shows that the $830,608 in PTY office furniture represents less than 1%
(i.e., 0.39%) of the total $208,169,392 in PTY plant. Consequently, the $830,608 is not

significant compared to the total PTY plant and total rate base.

3 Footnotes excluded — footnotes referenced testimony to support decision.
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Percentage of PTY Office Furnitre to Total PTY Plant
PTY Plant % of Total
All PTY Plant Except Office Furniture $208,169,392 99.61%
PTY Office Furniture $ 830,608 00.39%
Total $209,000,000 100.00%

Would the Company be placed in financial jeopardy or provide inadequate service if
the costs of the old office furniture continued to be used until the next rate case?

No, recovering the routine PTY plant in the next rate case would not place the Company in
financial jeopardy or cause it to provide inadequate service as the amount is small in

comparison to total rate base.

What is RUCO’s recommendation?
RUCO recommends decreasing OCRB by $830,608 as shown on RUCO Schedules 5 and
8.

Rate Base Adjustment No. 2 — PTY Plant Retirements

Q.
A.

Did the Company remove any retirements related to PTY plant after the Test Year?

No.

Do plant retirements impact depreciation expense?

Yes. Depreciation expense is calculated based on plant that is actually in service. The
FERC Uniform System of Accounts requires plant that is no longer in service be removed
from the appropriate plant accounts. If the plant retirements are not removed, then
depreciation expense will be overstated and the Company is unjustly enriched by the amount

of plant which it did not remove from its plant accounts.
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Q.

Should ratepayers continue to pay a return on plant, and depreciation expense for
non-existent assets?

No, they should not.

Did RUCO remove retirements related to PTY plant?
Yes, RUCO removed retirements related to PTY plant based on the Company’s response to

RUCO Data Request 1.37.

What is RUCO’s recommendation?
RUCO recommends decreasing OCRB plant in service by $89,954,490 to reflect plant
retirements. RUCO also recommends decreasing accumulated depreciation by the same

amount as shown on RUCO Schedules 5, 9, and 10.

Rate Base Adjustment No. 3 — Accumulated Depreciation

Q.
A.

What is the Company proposing for accumulated depreciation?

The Company is proposing $2,263,682,182 as shown on RUCO Schedule 5.

Did RUCO make any adjustments?

Yes, RUCO decreased accumulated depreciation and amortization to reflect RUCO’s plant
and regulatory asset adjustments as shown on RUCO Schedule 10. The total of the
adjustments shown on lines 4 through 8 of Schedule 10 reduce accumulated depreciation by

$91,963,748.

Did RUCO make any other adjustments?
Yes. RUCO increased accumulated depreciation by adding six months of Test Year

depreciation expense (i.e., $95,164,560) to the accumulated depreciation balance in order

-10-
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to reflect the regulatory lag for accumulated depreciation. The adjustment is shown on

RUCO Schedule 10, lines 3 and 15.

Reason for PTY Plant--to Address "Regulatory Lag"

Q.
A.

Would you please provide an historical overview of PTY plant?

The Commission has traditionally used historical test years for the purposes of establishing
utility revenue requirements in base rate cases. There is a period from the end of the test
year until the date upon which new base rates will become effective that is generally referred
to as "regulatory lag." Providing a means of recognizing significant changes in the utility's
net investment in rate base that can be verified in the rate case can thus be one regulatory

method to balance the interests of the utility and its customers.

Regulatory lag is measured using rate base®. The largest component of rate base is typically
net plant. The components of net plant are (1) gross plant and (2) accumulated depreciation.
The regulatory lag related to accumulated depreciation benefits the company whereas the
regulatory lag related to gross revenue neutral plant is typically a financial disadvantage for

the company.

Regulatory Lag Provides Both Benefits and Disadvantages for the Company

Q.

How does the Regulatory Lag on gross “revenue neutral” PTY plant create a
disadvantage for the Company?

The regulatory lag for gross PTY plant that is for customer growth will be offset by the
revenues from the new customers and will generally allow the Company to earn its
authorized rate of return. However, this is typically not the case for significant amounts of

“revenue neutral” gross PTY plant. Consequently, the regulatory lag related to “revenue

4 This is because shareholders are only allowed to earn a return on their net investment in the utility (i.e., rate base).

-11-
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neutral” gross plant works against the company because any increases in revenues are

typically insufficient to offset the increases in cost (i.e., recovery of depreciation expense

and return on investment) of the “revenue neutral” gross PTY plant.

Q. How does the Regulatory Lag on accumulated depreciation provide a financial benefit
for the Company?

A. Accumulated depreciation is the amount of plant that customers have paid back to the
shareholders through rates and a delay in recognizing the growth in accumulated
depreciation that has occurred after the test year works to the company’s advantage because
it allows the Company to charge higher rates than it would otherwise charge during the same

time period.

For example, when the growth in the accumulated depreciation balance after the test year is
significant, it will result in a company needing less revenue to earn its authorized rate of
return. This is because accumulated depreciation reduces rate base which, in turn, reduces
the amount of operating income it needs in order to earn its authorized rate of return.
Further, during the same time frame the company has built and installed its PTY plant,
customers have already paid depreciation expense on all test year plant to the same date as
the PTY plant. Customers may have to wait years or until the company decides to file
another rate case to receive the financial benefit of lowered rates that the PTY accumulated

depreciation provides.

Q. Does Arizona Public Service Company (“APS”) reflect the regulatory lag on both
components of PTY net plant?
A. Yes. APS, Arizona’s largest investor owned electric utility, mitigates its regulatory lag by

reflecting both components of PTY net plant (i.e., gross plant and accumulated
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depreciation). APS recognizes the increase that has occurred after the test year on
accumulated depreciation to the same cut-off date as the PTY plant that it recommends.
APS’s methodology is balanced and results in the fairest rates to customers. Thus, when
TEP does not reflect the PTY accumulated depreciation while simultaneously recognizing
PTY plant, it is able to charge significantly higher rates than if it used the APS methodology.
This financial benefit is real and works to TEP’s advantage and unfairly disadvantages

ratepayers.

Does RUCO recommend that the same cutoff date used to reflect the regulatory lag on
PTY plant be used to reflect the regulatory lag on PTY accumulated depreciation?
Yes, RUCO recommends that the same June 30, 2022 cut-off date that the Company has

proposed for PTY plant be used to reflect the regulatory lag for PTY depreciation.

What is RUCO’s overall recommendation concerning accumulated depreciation?
RUCO recommends increasing accumulated depreciation by $3,200,812 as shown on

RUCO Schedules 5 and 10.

Rate Base Adjustment No. 4 — Cash Working Capital

Q.

In simple terms, what is the purpose of the cash working capital analysis in the
determination of rate base?
The rate base measures the shareholder’s net investment in the utility. Part of that investment

is the actual amount of cash that the shareholders must pay during the year to bridge the

gap between the payment of expenses and the receipt of revenues. The Company receives
cash from customers’ payments that the Company uses to meet and pay its operating
expenses. However, the Company may sometimes not receive enough cash receipts from

customers to pay expenses in a timely manner. When this situation occurs, the Company
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must provide the cash capital to pay the expenses. The amount of actual cash capital the

Company pays during the Test Year is quantified in a lead-lag study. The amount of cash
that the Company must provide in advance of customer cash receipts to pay expenses related
to providing service is added to rate base where the Company will earn a return on that cash

capital.

Cash working capital can be a negative amount. A negative cash working capital indicates
that customers, on average, are providing cash in advance of the dates that the Company has
to pay expenses. While the Company has possession of these funds, they are a source of
cost-free cash capital that the Company can use for any purpose until making payments.

Thus, the customer supplied cash capital is reflected as a decrease to rate base.

Q. What amount is TEP proposing for cash working capital?
A. The Company is proposing working capital of (§9,930,742) as shown on RUCO Schedule

11, page 1.

Q. Did RUCO make any adjustments?

A. Yes. RUCO reflected RUCO’s recommended operating expenses, calculated lag days for
pension expense and utilized the lag days in the cash working capital calculation, increased
the expense lag days for property taxes and interest expenses, and removed prepayments

expense from the cash working capital calculation.
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Amortized Portion of Property Insurance and Injuries & Damages Prepaid Expense

Q.

Do the Property Insurance and Injuries & Damages expenses that the Company
included in the lead-lag study represent an actual outlay of cash during the Test Year?
No, they do not represent an actual outlay of cash made during the Test Year. The Property
Insurance and Injuries & Damages expenses that the Company has included in the lead-lag
study represent the amortized portion of prepaid Property Insurance and Injuries & Damages
costs that the Company paid before the Test Year per the Company’s response to RUCO

Data Request 3.06 (Attachment 1).

What adjustment did RUCO make to Property Insurance and Injuries & Damages
expenses included in the lead-lag study?
RUCO removed the amortized portion of the prepaid expenses from the cash working

capital calculation.

How will the amortized portion of the Property Insurance and Injuries & Damages
prepaid expenses be recovered?

The amortized portion of the Property Insurance and Injuries & Damages prepaid expenses
will be recovered in operating expenses and the unamortized balance will be recovered in
rate base. The recovery of the prepayments is similar to the recovery of gross plant. The
recovery of the Test Year depreciated amount of gross plant is recovered dollar for dollar
in operating expense and the undepreciated balance is included in rate base and recovered

through a rate of return.
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Q. Why did RUCO remove the amortized portion of the Property Insurance and Injuries

and Damages Prepaid Expense?

>

The Company has proposed zero lag days for amortized prepayments. Similar to
depreciation expense, the amortized prepayments do not represent an actual outlay of cash
by the Company during the Test Year and, therefore, is inappropriate to include in the cash

working capital calculation.

Pension Expense

Q. Are the contribution payments that the Company makes to its pension plans cash
expenses?
A. Yes.

BEGIN CONFIDENTIAL
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END CONFIDENTIAL
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Expense Lag Days for Property Taxes

Q.
A.

What are expense leads or lags in simple terms?
In simple terms, an expense lead is the number of days before an operating expense is due
that a company pays for that expense®. An expense lag is the number of days after an

operating expense is due that a company pays for that expense®.

What adjustment did RUCO make to the expense lag days for Property Taxes?
The Company’s proposed 206.82 lag days for property tax payments. RUCO used 212 lag

days.

Why did RUCO use 212 lag days?

The 212 days are the typical property tax lag days approved by the Commission. It
represents the most balanced approach for customers and utilities. Since a company has
discretion when it pays its property taxes and that discretion can affect the outcome of a
lead-lag study, typically the property tax payment date used for ratemaking purposes will
be the latest date possible that will not incur any type of penalty (e.g. a late payment penalty).
For ease of discussion, I will use a calendar year to measure the lag days. The first half of
2021 property taxes become delinquent after November 1, 2021 and the second half

becomes delinquent after May 1, 2022. The lag days are calculated as follows:

Midpoint of 2021 Payment Date Lag Days

71212021 11/1/2021 122.00 First Half Becomes Delinquent After Nov st
7/2/2021 5/1/2022 303.00 Second Half Becomes Delinquent After May st
425.00
Divided by 2

212.50 Average Property Tax Lag Days

3 Measured from the midpoint of service.
& Measured from the midpoint of service.
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Interest Expense on Customer Deposits

Q.
A.

What adjustment did RUCO make to Interest on Customer Deposits?
The Company has proposed zero lag days for interest on customer deposits. RUCO

increased the number of expense lag from 0 to 182.50.

How did RUCO calculate the 182.50 lag days?

RUCO calculated the 182.50 expense lag days by assuming that the Company made one
interest payment at the end of 12 months (i.e., on December 31*'). The midpoint of the year
is June 30®. The expense lag is measured from the midpoint to the payment date. The lag
for the interest on customer deposit payment 1s found by measuring the number of days from
the midpoint of the year (i.e., June 30th ) to December 31st, which is 182.5 days (i.e., 365

days + 2 billing periods = 182.5 days).

Interest Expense on Long-Term Debt

Q.
A.

What adjustment did RUCO make to Interest Expense on Long-Term Debt?
RUCO increased the lag days from 90.60 to 91.25 in order to reflect the latest payment date

possible that will not incur any type of penalty (e.g. a late payment penalty).

How did RUCO calculate the 91.25 expense lag days?

RUCO calculated the 91.25 expense lag days by assuming that the Company made one
Interest payment at the end of the first six months of the year on June 30th and another
interest payment at the end of the last six months of the year on December 31st. The
midpoint of the year is June 30th. The expense lag is measured from the midpoint to the
payment date. Since the first payment is made on the same date as the midpoint of the year,
the lag is 0 days. The lag for the second payment is found by measuring the number of days

from the midpoint of the year (1.e., June 30th ) to December 31st, which is 182.5 days (i.e.,
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365 days + 2 billing periods = 182.5 days). Consequently, averaging the lag days for the
two payments results in an average lag of 91.25 days [i.e. (0 days +182.5 days) +2 =91.25

days] for interest expense.

Did RUCO make any other adjustments?
Yes, RUCO reflected RUCO’s recommended operating expenses as shown on RUCO
Schedule 11, page 3 of 4.

What is RUCO’s recommendation concerning cash working capital?
RUCO recommends decreasing cash working capital by $1,005,564 as shown on RUCO
Schedules 5 and 11.

Rate Base Adjustment No. 5 — Regulatory Assets and Related Accumulated Deferred Income Taxes

(“ADIT”') Adjustment

Q.

What amount is TEP proposing for new regulatory assets and the related ADIT
adjustment?

The Company is proposing $35,392,313 for new regulatory assets and $(7,724,585) for the
related ADIT adjustment as shown on RUCO Schedule 5.

Did RUCO make any adjustments?

Yes, RUCO removed the $35,392,313 for the new regulatory assets and $(7,724,585) for
the related ADIT adjustment as shown on RUCO Schedules 5 and 12 consistent with
RUCO’s recommendation that these costs be reflected in a balancing account with no
“return on" any portion of these expenditures and amortized and recovered over time

through operating expenses as discussed by Mr. Bentley Erdwurm.
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V.

OPERATING INCOME

Operating Income Adjustment No. 10— Depreciation and Amortization Expense

Q.
A.

Q.
A.

What adjustment did RUCO make to depreciation and amortization expense?
For depreciation expense, RUCO removed the depreciation expense related to the post-test

year plant routine plant and post-test year plant retirements.

Does RUCO have any concerns about the 8-year depreciation recovery period for the
Springerville plant?

No, RUCO does not have any concerns at this time.

What is RUCO’s recommendation?
RUCO recommends decreasing depreciation and amortization expense by $35,203,991, as

shown on RUCO Schedules 13 and 24.

Does your silence on any of the issues, matters, findings, or lack of adjustment to and
for other ratemaking components addressed or not in your testimony of any of the
witnesses for the Company constitute your acceptance of their positions on such issues,
matters or findings in future rate proceedings?

No, it does not.

Does this conclude your direct testimony?

Yes, it does.

-21-
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RUCO’s Data Request No. 3.06



TUCSON ELECTRIC POWER COMPANY'’S RESPONSE TO
RUCO’s 374 SET OF DATA REQUESTS -
2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET NO. E-01933A-22-0107
September 19 , 2022

RUCO 3.06

Lead-Lag Study, “0” Expense Lag Days — Referring to Schedule B-5, page 3 of 3, please explain
why the Company is proposing “0” expense lag days for Property Insurance, Injuries and
Damages, and Interest on Customer Deposits.

RESPONSE:

TEP used “0” Expense Lag Days for Property Insurance and Injuries and Damages because these
involve primarily prepayments, and the effects of prepayments are incorporated into rate base as
a separate line item (Schedule B-5, page 1 of 3, Line 4). Similarly, because customer deposits
are a separately stated reduction to rate base, no expense lag days were computed for interest on
customer deposits.

RESPONDENT:

Rigo Ramirez

WITNESS:

Jason Rademacher
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Company Data Request UDR WKC-1.00(1
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ATTACHMENT 3
RUCO Data Request No. 8.01
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Company Data Request UDR ECB-1.015



ATTACHMENT 5
RUCO Data Request No. 3.09



TUCSON ELECTRIC POWER COMPANY'’S RESPONSE TO
RUCO’s 374 SET OF DATA REQUESTS -
2022 TUCSON ELECTRIC POWER RATE CASE
DOCKET NO. E-01933A-22-0107
September 19 , 2022

RUCO 3.09
Lead-Lag Study, Pension Expense and Post Retirement Benefits Other than Pensions (“PBOP”)

— Please state whether or not the Company includes Pension Expense and PBOP in its lead-lag
study. If so, please state the expense lag days used for each.

RESPONSE:

Pension expense and Post-Retirement Benefits Other than Pensions are included in the lead-lag
study. The expense lag days used for each expense is -4.76.

RESPONDENT:
Rigo Ramirez
WITNESS:

Jason Rademacher
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EXECUTIVE SUMMARY

RUCO recommends that the Commission reject TEP’s proposed Resource Transition Mechanism
(“RTM?) but retain its Environmental Compliance Adjuster (“ECA”). TEP has requested that the
ECA be retained in the event that the Commission rejects the proposed RTM.

RUCO recommends the Commission accept TEP’s proposal to eliminate the Renewable Energy
Standard Tariff (“REST”) and its surcharge and to collect REST-related costs through base rates.

RUCO recommends the Commission accept TEP’s proposal to eliminate the Demand Side
Management (“DSM™) adjuster. Additionally, TEP has requested the Commission facilitate
recovery of TEP's DSM costs by authorizing a DSM regulatory asset upon which the Company
would earn a return equal to its weighted average cost of capital (“WACC”) on the regulatory
asset. RUCO recommends against these items being added to the rate base as a regulatory asset.
Rather, RUCO recommends that these DSM costs be reflected in a balancing account with no
“return on™ allowed on any portion of these DSM costs. These DSM costs should be amortized
and recovered over time and treated as expense-type items.

TEP proposes the Commission authorize regulatory assets to facilitate recovery of costs associated
with EV Infrastructure and San Juan Materials and Supply, with “return on” any capitalized portion
at the Company’s WACC. As with DSM, RUCO recommends against these costs being reflected
in the rate base as a regulatory asset. Rather, RUCO recommends that these costs be reflected in a
balancing account with no “return on" any portion of these costs. These costs should be amortized
and recovered over time and treated as expense-type items.

To properly recognize cost-causation principles, RUCO recommends the Commission allocate less
rate case expense to residential customers and allocate more to non-residential customers. This
cost reallocation lowers residential rates, assuming other factors are held constant.

RUCO recommends that the Commission accept TEP’s proposal to increase the residential
customer charges by $2.00 per month.

Finally, RUCO recommends the Commission approve the rates shown in Attachment DBE-1,

which conform to RUCO’s recommended revenue requirement for TEP and reflect RUCO’s
recommended reallocation of rate case expenses.
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1. INTRODUCTION

Q. Please state your name, place of employment, position, and business address.

A. My name is Bentley Erdwurm. I am a Public Utility Analyst V for the Residential Utility
Consumer Office (“RUCO”). My business address 1s 1110 W. Washington St., Suite 220,

Phoenix, Arizona 85007.

Q. Please describe your professional experience and educational background.

A. I joined RUCO in January 2021. I have over forty years of utility industry experience
focused on cost allocation, rate design, revenue and load forecasting, and financial and
statistical analysis. I have testified as an expert witness for regulatory agencies (Texas
Public Utility Commission, Arizona Corporation Commission, and Idaho Public Utilities
Commission) and for utilities in Alabama, Arizona and California. I also teach statistics as
an adjunct instructor for the Department of Information Technology and Supply Chain
Management at Boise State University. | earned my B.A. in Economics from the University

of Dallas and my M.S. in Economics from Texas A&M University.

Q. Please summarize TEP’s key rate design proposals and RUCO’s recommendations to
the Commision for these proposals.

A. Resource Transition Mechanism (“RTM?”) & Environmental Compliance Adjuster
(“ECA”); First, my testimony addresses TEP’s proposal to implement its RTM, which is a
“mega” adjuster mechanism that would recover from ratepayers the substantial costs of
TEP’s planned investments to transition to a more sustainable, cleaner resource mix. The
RTM is a significant departure from traditional ratemaking. TEP plans to spend hundreds
of millions of dollars to move toward a greener energy future, expenditures that dwarf what
TEP heretofore has spent on programs like DSM and REST that have been recovered

through adjuster mechanisms. What is important to keep in mind is that historically adjuster
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mechanisms are the exception to fair value in Arizona, not the rule. As explained in more
detail below, adjuster mechanisms should only be used in extenuating circumstances such
as where the Company is dealing with costs that are very volatile or outside the utility's
control and might cause significant financial harm to the utility if there was not such a
mechanism in place. RUCO urges the Commission to reject the RTM as an unwarranted
deviation from traditional ratemaking that would apply to a significant portion of TEP’s
capital budget. Justification of RUCO’s position, including a discussion of why RTM harms

ratepayers’ interests is presented in testimony below.

TEP has requested that if the Commission rejects RTM, then the existing ECA be retained.
RUCO recommends the Commission retain the ECA given that it has previously been
approved by this Commission. Both the RTM and the ECA are addressed in the direct

testimony of Company witness Mr. Dallas Dukes.

Renewable Energy Standard Tariff (“REST”): Second, my testimony addresses TEP’s
proposal to eliminate the REST and its surcharge and to collect REST-related costs through
base rates. (TEP’s response to RUCO’s DR 2.09). TEP proposes the establishment of a
deferral account to track costs above or below test-year levels, with subsequent true-up in

future rate cases. This issue is addressed by Mr. Dukes in his direct testimony.

RUCO recommends that the Commission accept TEP’s proposal to eliminate the REST and
its surcharge and to collect REST-related costs through base rates. TEP’s REST proposals
conform to previously-expressed Commission positions supporting a reduction in the

number of adjusters.
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Demand Side Management (“DSM”) surcharge: Third, my testimony addresses TEP’s
proposal to eliminate the DSM surcharge. To conform to previously-expressed Commission

positions supporting a reduction in the number of adjusters, RUCO recommends the

Commission accept TEP’s proposal to eliminate the DSM adjuster.

Additionally, TEP has requested the Commission facilitate recovery of TEP's DSM costs
by authorizing a DSM regulatory asset upon which the Company would earn a return equal
to its weighted average cost of capital (“WACC”) on any capitalized portion of this
regulatory asset. RUCO believes that DSM costs should be treated as expenses for
ratemaking purposes; therefore, RUCO recommends against allowing a “return on” any
portion of DSM costs. RUCO’s justification for an expense-type treatment for DSM-related
items and the consequences of this treatment are addressed in testimony below. This DSM

1ssue is addressed by Mr. Dukes in his direct testimony.

Electric Vehicle (“EV”) Infrastructure Investments and San Juan Materials and Supply:
Fourth, my testimony addresses TEP’s proposal to establish regulatory assets for Electric
Vehicle Infrastructure Investments and San Juan Materials and Supply. As with DSM, TEP
proposes that its WACC apply to regulatory assets for Electric Vehicle Infrastructure

Investments and San Juan Materials and Supply.

Aswith DSM, RUCQO believes that costs related to EV Infrastructure and San Juan Materials
and Supply should be treated as expenses for ratemaking purposes; therefore, RUCO
recommends against allowing a “return on™ any portion of these items. RUCO’s justification
for an expense-type treatment for these items and the consequences of this treatment are
addressed in testimony below. EV Infrastructure and San Juan Materials and Supply issues

are addressed by Mr. Dukes in his direct testimony.
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Rate Case Expenses: Fifth, my testimony addresses TEP’s allocation of 60% of its proposed
$1,270,000 (i.e., $762,000) in rate case expenses to residential customers. RUCO believes
the 60% residential allocation is excessive and inconsistent with cost-causation principles.
This testimony explains flaws in TEP’s proposed rate case expense allocation and RUCO’s
justification for recommending the Commission reduce the residential rate case expense
allocation to 30% of these expenses (i.e. $381,000). The difference in the Company-
proposed allocation of rate base expenses to residential customers and the RUCO-

recommended allocation is $381,000 ($762,000 - $381,000).

Residential Customer Charge Increase: Sixth, TEP proposes to increase monthly
residential customer charges by $2.00. RUCO recommends that the Commission accept
TEP’s proposal to increase the residential customer charges by $2.00 per month because
this results in a more cost-based rate design that better allocates costs to the customers who
cause the costs to be incurred. Moreover, the customer charge increase causes residential
usage charges to decrease, other things held constant. Further explanation for RUCO’s

support of the customer charge increase is provided in testimony below.

RUCO Recommended Rates: Finally, RUCO recommends that the Commission accept
RUCO’s recommended rates, as shown in Attachment DBE-1. RUCO’s recommended rate
design generally follows the methodology proposed by the Company. RUCO’s
recommended rates differ from the Company-proposed rates primarily due to differences in
the Company-proposed and RUCO-recommended revenue requirements. The only
deviation from the Company’s methodology is to reallocate $381,000 of rate case expenses

from residential customers to non-residential customers.
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II.

RUCQO supports the Company’s overall rate design methodology because it is easy to
understand, adequately cost-based and places cost responsibility on cost-causers. RUCO
believes that the proposed rate design also offers the Company a reasonable opportunity to

recover the costs of providing service.

RUCO presents typical bill impacts in Attachment DBE-2.

RESOURCE TRANSITION MECHANISM (RTM) AND ENVIRONMENT
COMPLIANCE ADJUSTER (ECA)

Please further elaborate on why RUCO characterizes RTM as a significant departure
from traditional ratemaking.

TEP’s proposed RTM is an adjuster mechanism. Adjuster mechanisms are an exception to
the constitutional requirement for the Commission to find fair value when setting rates. This
1ssue was addressed in Scates v. Arizona Corporation Commission, 118 Ariz. 531, 535. 578
P.2d 612, 616 (App. 1978). While I am not an attorney, and offer no legal opinions, I have
testified as an expert witness in the utility industry for over forty years and I understand the
general implications of Scates. The Scates Court noted that permissible adjuster
mechanisms allow rates to adjust for variations in “certain and narrowly defined operating
expenses.” TEP’s proposed RTM would recover hundreds of millions of dollars of capital
expenditures, which is impossible to characterize - as “certain and narrowly defined

operating expenses.” (Emphasis added.) The proposed RTM would recover significant

portions of TEP’s capital budget, not just items treated primarily as expenses for regulatory

accounting purposes.

Moreover, the RTM would allow TEP regular and repeated rate increases outside of a rate

case, specifically to fund the transition to a greener resource base. This constitutes single
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1ssue ratemaking. Single-issue ratemaking occurs when utility rates are adjusted, or costs
deferred, in response to a change in a cost item considered in isolation from countervailing
factors such as increases in revenues or decreases in other expenses. From the ratepayers’
perspective, single-issue ratemaking is biased and undesirable because it precludes
opportunities - available through the rate case process - to identify efficiencies, process
improvements or any other changes in revenues and/or costs that could help offset the rate
impacts associated with the “single issue.” To mitigate the adverse consequences of single
1ssue ratemaking on utility customers, adjuster mechanisms should only be used in
extenuating circumstances such as where the utility is dealing with costs that are very
volatile or outside its control. Fuel and purchased power costs for electric utilities are often
recovered through a fuel adjustment mechanism because these items are often viewed as

volatile, often unpredictable, and to a varying extent beyond the control of the utility.

RTM applies to the costs of investing in a green portfolio, and these costs are clearly in the
Company’s control. Moreover, the risk involved is in the Company’s control, and this risk
justifies a portion (in excess of the risk free rate) of the utility’s return on investment in
traditional ratemaking. The Company now wants to change this dynamic by shifting the risk
to ratepayers while still earning a return on this shifted risk - risk that would be borne by
ratepayers if RTM is approved. RTM represents a substantial deviation from traditional
ratemaking, differs substantially from the type of adjusters unopposed in past proceedings

by RUCO (e.g., fuel adjusters), and should be rejected by this Commission.

Q. Why do utility companies support adjuster mechanisms to recover the costs of capital
projects?
A. Adjuster mechanisms designed to recover significant capital investments advance the

narrow self-interests of utilities by bypassing the traditional rate case process for plant
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additions, which means (1) more risk shifting from utilities to their customers, as described
above, (2) less regulatory oversight and review, (3) less stakeholder input, and (4) reduced

regulatory lag. Regulatory lag is the time between when a utility makes an investment and

cost recovery begins.

Under traditional ratemaking, the Commission authorizes the addition of utility plant to the
Company's rate base only after making “used and useful” and prudency determinations in a
rate case proceeding. A rate case provides opportunities for multiple parties to ask critical
questions, prepare analyses and articulate positions, and if necessary, debate the prudency
and “used and useful” characterization of pending plant additions. In a rate case, sworn
witnesses must face cross examination and defend their positions. The truncated review
process for adjusters simply does not provide the same opportunity for rigorous

examination.

Typically, an adjuster filing follows a Plan of Administration (“POA”) procedure, which
usually consists of an application to Staff with a relatively short mandated response time.
Parties are extremely challenged to vet the application and independently determine if the
true-ups/adjustments are accurate and if counterbalancing offsets have been fully explored.
Economic entities - whether utilities, non-regulated businesses, or consumers - generally
respond to their operating environments. Because adjuster mechanisms provide less
regulatory oversight than the rate case process, among other reasons, they are attractive to
utilities. However, as mentioned in the Scates case, a “piecemeal approach™ to ratemaking
is “fraught with potential abuse” and serves “...both as an incentive for utilities to seek rate
increases when cost in a particular case rise, and as a disincentive for achieving
countervailing economies in the same or other area of their operations.” Scates v. Arizona

Corporation Commission, 118 Ariz. 531, 534. 578 P.2d 612, 615 (App. 1978).

L




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Direct Testimony of Bentley Erdwurm

Tucson Electric Power Company

Docket No. E-01933A-22-0107
RUCQO is not suggesting that any of TEP’s adjusters are being abused, but warns that they
could be abused. RUCO strongly recommends that the Commission exercise caution by

assuming there is a reasonable risk that reduced regulatory oversight could harm the

interests of ratepayers.

The traditional rate case process is fair to both the utility and its customers. It allows the
utility to recover its costs - both return of (depreciation) and return on investment. The
Commission’s oversight efforts - its “used and useful” and prudency determinations -

protect the ratepayers’ interests.

Q. TEP has noted that the Commission reviewed future resource plans in the Company’s
Integrated Resource Plan (“IRP?”) filings. Can this review substitute for “used and
useful” and prudency determinations in a rate case proceeding?

A. No. The Commission only acknowledges IRP filings. There is no “acceptance™ or
“approval.” This important distinction has been made clear by both Staff in its IRP

comments and by the Commission.

Q. Will Commission rejection of the RTM place TEP in financial distress?

A. No. TEP did not claim that rejection would result in financial distress.

Q. Will rejection of the RTM impede TEP’s progress in moving toward a greener, less
carbon intensive resource base?

A. It should not. TEP has been granted an exclusive right to serve its certificated area, and with
that privilege comes an obligation to move toward an optimal resource base. It should be

unnecessary to have to provide extraordinary rate treatment to incent TEP to act in its
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customers’ interests. Traditional rate cases provide ample opportunities for TEP to earn a

fair return of and return on invested capital.

The rejection of the RTM would also facilitate more thoughtful and purposeful Commission
oversight regarding the speed and direction of the transition from fossil fuel generation to
greener alternatives. RUCO believes these policy decisions should be revisited periodically
through the rate case process. Circumstances change and the extra time afforded in rate
cases allows for more informed decision making. For example, disruptive technologies such
as hydrogen may affect the economic viability of current EV applications, thus impacting
cost recovery for EV infrastructure. Unforeseen changes in the relative costs of small scale
nuclear, wind, solar and transmission assets may drive a much different capital expansion
plan. RUCO is also concerned about the possibility of stranded costs resulting from
disruptive technologies. Finally, as discussed extensively above, rate case review is the
proper approach to meet the constitutional requirement for the Commission to find fair value
when setting rates. Costs can be effectively recovered through traditional ratemaking and

there is no need for extraordinary ratemaking - specifically the RTM - at this time.

Q. Should adjusters apply to Company-owned capital projects?

A. No. As discussed above, Scates favored limiting adjuster mechanisms to expense-type
items, not capital items, which, unlike operating expenses, must be determined in a rate case
to be used and useful and prudent prior to inclusion in rate base and cost recovery. Adjusters
should function as passthrough mechanisms that facilitate more immediate cost recovery of
narrowly defined operating expenses. Expense treatment dictates that adjusters should

exclude a “return on” component.

9.
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Q.

You stated above that the adjusters reduce regulatory lag, which is the time between
when a utility makes an investment and cost recovery begins. Is this also true for TEP’s
proposed RTM

Yes. TEP’s proposed RTM will result in bill increases sooner than under traditional

ratemaking.

Why do you believe that RTM will result in bill increases sooner?

TEP’s President and Chief Executive Officer, Ms. Susan Gray, describes a situation where
customers see rate increases sooner in her direct testimony. She states: “The proposed
Resource Transition Mechanism (“RTM”) would facilitate development of cleaner, less
carbon intensive resources at costs that would be passed along gradually to customers,
avoiding rate shocks that could result from allowing such costs to accumulate between rate
cases.” (Direct testimony of Susan Gray, page 5, lines 13-17). Avoiding the “accumulation
between rate cases” means accelerating the cost recovery process as well as the amount of

cost as already explained.

Additionally, TEP’s response to RUCO’s Data Request 2.06 describes a simplified scenario
where a revenue requirement collected from customers with RTM is compared to a revenue
requirement without RTM over a four year period, with Year 4 corresponding to the filing
of a rate case. In all four years the revenue requirement without RTM is less than or equal
to the revenue requirement with RTM, which means that in this example ratepayers NEVER
pay more for service without RTM. Yet in two of the four years (Years 2 and 3), the RTM
revenue requirement exceeds the revenue requirement without RTM. Keep in mind that this
is TEP’s example, not RUCO’s. A copy of TEP’s response to RUCO’s DR 2.06 is included

with this testimony as Attachment DBE-3.
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Based on Ms. Gray’s testimony and TEP’s response to DR 2.06, it is clear that TEP believes

that its proposed RTM will result in bill increases sooner than under traditional ratemaking.

Q. Ms. Gray states that “Customers clearly benefit from the more gradual bill increases
that would result” from RTM. (Susan Gray Direct Testimony, page 5). Please
comment on her statement.

A. The “more gradual bill increases” description cited by Ms. Gray DOES NOT support
Commission approval of RTM. The reason is simple: Based on TEP’s own testimony and
data request responses, cited above, TEP does not provide a single example where RTM
results in lower bills over the four year period after RTM implementation. TEP has only
provided examples where rates are higher with RTM. While there may be some appeal to
ratepayers for some general notion of “gradualism”, characterized by multiple small rate
increases rather than one larger one, the appeal evaporates in this specific case of RTM
because bills under RTM over the next four years are ALWAYS greater than or equal to
bills without RTM. Moreover, as explained above, legitimate offsets to costs normally
contemplated in traditional ratemaking are not considered as part of the single issue
ratemaking process. The result is higher overall rates - which counters the benefits of

gradualism.

In past cases where the Commission cites “gradualism” as a ratemaking objective, the term
is used much differently than when TEP has used it (or similarly, phrases like “more gradual
bill increases™) in this case. In my experience, the Commission cites “gradualism” as a rate
design objective only when rates are lower than they would be without the application of
“gradualism.” I cannot recall a single instance where a Commission decision celebrates a

higher rate and cites “gradualism.”
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An example of the type of “gradualism” cited in Commission decisions is found in the
Commission's Decision No. 78644 (dated July 27, 2022) for Global Water, approving the
three-year phase in of rates for Global’s Eagletail, Tonopah and Turner Ranches service
areas. For the first two years these rates are in effect, they are designed to collect less than
the authorized revenue requirement, with full recovery delayed until the third year.

Gradualism is an ambiguous term and does not always benefit the ratepayer.

Q. Are you surprised that RTM never decreased bills over the four-year period cited in

TEP’s response to RUCO’s DR 2.06?

A. No. As described above, an adjuster designed to recover the significant capital cost of

moving to a greener resource mix constitutes the type of single issue ratemaking that Scates
cautioned against. The proposed RTM accelerates cost recovery associated with moving to
the greener resource mix (the single issue), which tends to increase bills. Yet RTM precludes

opportunities for consideration of the type of counterbalancing offsets that rate cases offer.

Additionally, RUCO 1is concerned that adjusters historically have been subject to
over/under-collection, and there is no reason to believe that these issues would not also arise
with the RTM. The true-ups associated with over/under-collections can create rate volatility

and undermine the type of rate stability and “gradualism™ that the Commission seeks.

Q. You mentioned above that the Commission has indicated its desire to see TEP reduce
the number of adjusters. Please comment on whether TEP’s proposed RTM addresses
the Commission’s concerns.

A. With respect to reducing the number of adjusters, RUCO believes RTM is a step in the
wrong direction. Any claim to addressing the Commission’s concerns rings hollow if TEP’s

remedy 1s to replace several current adjusters (e.g., REST, DSM, and ECA) with the RTM
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I1I.

IV.

“mega” adjuster. While technically, it is true that the number of adjusters is reduced,
approval of the RTM would make TEP’s ratemaking process even more adjuster-driven and
more susceptible to the pitfalls of single issue ratemaking, as described in Scates. As
mentioned above, costs recovered through RTM would dwarf what TEP heretofore has

spent on programs like DSM and REST.

RENEWABLE ENERGY STANDARD TARIFF (“REST”)

Why is RUCO recommending Commission approval of TEP’s proposal to eliminate
the REST and its surcharge and to collect REST-related costs through base rates?
The Commission has expressed its desire in past proceedings to see TEP reduce the number
of adjusters. TEP is not requesting the establishment of a regulatory asset for REST-related
costs. TEP will track costs above or below test-year levels, with subsequent true-up in rate
case proceedings. RUCO believes that TEP’s proposal conforms to past positions expressed

by the Commission to reduce the number of adjusters.

DEMAND SIDE MANAGEMENT (“DSM”) SURCHARGE

Above, you indicated that RUCO recommends the Commission accept TEP’s proposal
to eliminate the DSM adjuster, conditioned on DSM costs being treated like expense
items for ratemaking purposes. Please explain RUCO’s justification for its
recommendation.

Elimination of the DSM adjuster conforms to past positions expressed by the Commission
to reduce the number of adjusters. As with REST, RUCO agrees with TEP’s proposal to
eliminate the adjuster. However, RUCO recommends that the Commission reject TEP’s
proposal for a DSM regulatory asset upon which the Company would earn a return equal to
its WACC on any capitalized portion of the regulatory asset. RUCO recommends balancing

accounts for these costs, recovered as expense items and amortized over time. Because the
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items are treated as expenses under RUCO’s recommendation, there is a dollar for dollar

“return of” the entire cost but not a “return on” the cost.

DSM expenditures fund successive three-year DSM programs. Given the relatively short
duration of these programs, expense treatment is appropriate. Also, Company
representatives have indicated in informal discussions that most of the DSM items being
considered are expense-type items. Treating DSM costs as expenses will exclude a “return

on” investment component and will therefore result in lower bills for ratepayers.

REGULATORY ASSET - EV INFRASTRUCTURE INVESTMENTS & SAN JUAN
MATERIALS AND SUPPLY

Has TEP proposed regulatory assets for EV Infrastructure Investments and San Juan
Materials and Supply - similar to their DSM regulatory asset proposal?

Yes. As with DSM, TEP is proposing that these regulatory assets earn a return equal to its
WACC on any capitalized portion of the regulatory asset. As with DSM, RUCO
recommends balancing accounts for these costs, recovered as expense items and amortized
over time. Because the items are treated as expenses under RUCO’s recommendation, there
is a “return of” the entire cost of the EV Infrastructure Investments and San Juan Materials

and Supplies, but no “return on” component.
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Q.

RATE CASE EXPENSES

Please explain why the allocation of rate case expense to residential customers should
be reduced from approximately 60% of the $1,270,000 expense ($762,000), as proposed
by TEP, to 30% of the expense ($381,000), as recommended by RUCO, which is a
difference of $381,000.

TEP allocates rate case expense in its class cost of service study (“CCOSS”) using its
composite allocator “OMXFXAG?”. This allocator is used to allocate certain administrative-
type expenses that could serve multiple functions. 1 have seen this type of composite
allocator used many times in past rate case proceedings - for different utilities - to allocate
administrative-type expenses. However, in this instance it is not appropriate for allocating
rate case expenses because it does not capture what drives TEP’s rate case expenses.
Specifically, the OMXFXAG allocation approach fails to recognize that heightened
Intervention activity in TEP rate cases by numerous stakeholders (by Arizona standards) is
driving relatively high rate case expenses (again, by Arizona standards) compared to other
large investor owned utilities in the state. This intervention activity is not performed at the
behest of TEP’s residential customers, it does not serve their interests, and residential
customers should not be paying for it. It is not a reasonable expense. RUCO recommends
that the Commission adjust the residential allocation downward from TEP’s proposed 60%
to 30%, a portion that will bring TEP’s rate case expense per customer more in line with
rate case expenses for other large investor-owned utilities in Arizona. For comparison,
RUCO notes that on a dollars per customer basis, TEP’s proposed rate case expense (around
$2.90 per customer) 1s significantly higher than the comparable value for rate case expense
approved in the case filed by Southwest Gas on May 1, 2019 (Docket No. G-01551A-19-

0055); less than $0.55 per customer, after adjusting for inflation.
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Q.

VIL

Has RUCO accounted for its recommended reallocation of rate case expenses in its
rate recommendations?

Yes. The rates shown in Attachment DBE-1 reflect RUCO’s recommended shift of
$381,000 of TEP’s proposed rate case expenses from residential customers to non-
residential customers. The $381,000 is the difference between TEP’s proposed residential
rate case expense allocation ($762,000) and RUCO’s recommended residential rate case

expense allocation ($381,000).

$2.00 INCREASE IN MONTHLY RESIDENTIAL CUSTOMER CHARGES

Why does RUCO recommend that the Commission approve TEP’s proposed $2.00
increase in the customer charge?

The customer charge increase is cost-based. Increasing the customer charge also results in
a lower usage charge, other things constant. A residential customer charge for electric
service should cover the incremental cost of providing that service. At a minimum, the
customer charge should cover costs related to metering, meter reading, billing, customer
service and the service drop. I have referred in the past to limiting customer charges to these
items as a “bare-bones™ approach to customer charge determination. It’s a bare bones
approach because it covers only the incremental cost of making service available to a
customer. TEP’s proposed charge, including the $2.00 monthly increase, is less than this
incremental cost. If the customer charge is too low (significantly lower than incremental
cost), customers who use little or no electricity are subsidized by other customers on the
system. A failure to follow cost-based ratemaking would allow customers who already have
the lowest bills to be subsidized by others who use more electricity and have higher bills.
In RUCO’s view that is an undesirable outcome. Also, from a policy perspective, setting
customer charges too low will adversely affect users with higher than average usage -

possibly resulting from being a household with more members (larger families) or from
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living in older, substandard housing with inadequate insulation, leaky ductwork, or

inefficient HVAC equipment.

VIII. PROPOSED RATE SCHEDULES AND BILL COMPARISONS
Q. Has RUCO prepared a schedule of proposed rates?
A. Yes. Please see Attachment RD-DBE-1. The rate structure follows the Company proposal

with rates scaled to conform to RUCO’s proposed revenue requirement.
Q. Has RUCO prepared bill comparisons between current rates, Company-proposed
rates, and RUCO recommendations?

A. Yes. Please see Attachment RD-DBE-2.

Q. Does this conclude your direct testimony

A. Yes, it does.

-17-
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EXECUTIVE SUMMARY

RUCO recommends that the Commission adopt a 6.74 percent overall rate of return for Tucson
Electric Power Company (“TEP,” or “Company”), based upon (i) a capital structure comprised of
45.68 percent Long-Term Debt and 54.32 percent Common Equity; (i1) a 3.82 percent cost of
Long-Term Debt; and (iii) RUCO’s recommended 9.20 percent cost of common equity, as shown
below:

Weight Cost Weighted Cost
Long-Term Debt 45.68 % 3.82% 1.75 %
Common Equity 54.32 % 9.20 % 5.00 %
Overall Rate of Return 6.74 %

RUCO obtained Common Equity cost estimates for a proxy group of fifteen (15) sample
companies from two cost of equity estimation models: the Constant Growth Discounted Cash Flow
Model (“DCEF”), and the Capital Asset Pricing Model (“CAPM?”). The range of estimates obtained
from each of the two models employed by RUCO are as follows:

Cost of Equity Estimation Model Range
Constant Growth Discounted Cash Flow ("DCF") 9.19% - 9.24% (9.21% mid-point)
Capital Asset Pricing Model ("CAPM") 8.88% - 9.51% (9.20% mid-point)

As shown, RUCO obtained estimates from the Constant Growth DCF model ranging from 9.19
percent to 9.24 percent, with a midpoint 0f 9.21 percent. RUCO obtained CAPM estimates ranging
from 8.88 percent to 9.51 percent, with a midpoint of 9.20 percent.

TEP’s proposed capital structure is less highly leveraged than the Proxy Group employed by
Company witness, Ms. Bulkley, and thus has less exposure to financial risk. In order to give
recognition to differences in financial risk exposure, RUCO obtained two CAPM estimates; (i) an
8.88 percent Hamada CAPM estimate at the Company-Proposed Debt Ratio (i.e., 45.68%), and
(i1) a 9.51 percent CAPM estimate at the Proxy Group Debt Ratio (i.e., 52.89%). RUCO concludes
that TEP’s required cost of common equity lies within a range of 8.88 percent to 9.51 percent (9.20
percent mid-point), based upon the Hamada CAPM at the Company-Proposed Debt Ratio (i.e.,
45.68%), and the CAPM at Proxy Group Debt Ratio (i.e., 52.89%). As shown below, RUCO’s
recommended 9.20 percent cost of equity represents the arithmetic mean of the three estimates
obtained by RUCO’s DCF and CAPM analyses.

Cost of Equity Estimation Model Common Equity Cost Rate
Constant Growth DCF 9.21 %
CAPM -- at Proxy Debt Ratio 9.51 %
CAPM — at Company-Proposed  Debt Ratio 8.88 %
RUCO Recommended Cost of Common Equity 9.20 %

RUCO also calculates a Fair Value Rate of Return ("FVROR") for the Company. RUCO
recommends a return on the fair value increment (“FVI”) of 0.00 percent. RUCO recommends a

-1i-
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FVROR of 4.66 percent, based on a 0.00 percent FVI cost rate for Tucson Electric Power

Company.

RUCO will also demonstrate that the 10.25 percent common equity cost rate put forth by Tucson
Electric Power Company witness, Ms. Ann W. Bulkley, significantly overstates the Company’s

actual cost of equity.
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I. INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My name is John A. Cassidy. I am a Public Utilities Analyst V with the Residential Utility
Consumers Office (“RUCQO”). My business address is 1110 W. Washington Street, Suite

220, Phoenix, AZ.

Q. Please describe your educational background and professional experience.

A. I hold a Bachelor of Arts degree in History from Arizona State University, a Master of
Library Science degree from the University of Arizona, and a Master of Business
Administration degree with an emphasis in Finance from Arizona State University. I have
been awarded the professional designation Certified Rate of Return Analyst (“CRRA”) by
the Society of Utility and Regulatory Financial Analysts (“SURFA™) based upon experience
and the successful completion of a written examination. I have fifteen years of professional
regulatory work experience as a Public Utilities Analyst, both with RUCO and the Arizona
Corporation Commission (“ACC”) Staff, and have testified in numerous rate proceedings
as a cost of capital witness before this Commission. Additionally, I have attended utility
related seminars sponsored by SURFA, the National Association of State Utility Consumer
Advocates (“NASUCA™), and the National Association of Regulatory Ultility
Commissioners (“NARUC”). Attachment | contains a summary of my prior regulatory

work experience.

Q. Please state the purpose of your testimony.
A. The purpose of my testimony is to present RUCO’s recommendations for the establishment
of a fair value rate of return. For purposes of establishing a fair value rate of return on its

invested capital in this proceeding, the Company has elected to use the average of its original
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I

cost rate base (“OCRB”) and its reconstruction cost new depreciation (“RCND”) as its fair

value rate base (“FVRB™).

Will RUCO provide direct testimony on the rate base, operating income and rate
design issues in this proceeding?

Yes. The Direct Testimony of RUCO witness Ms. Crystal Brown will address issues relating
to rate base, the Direct Testimony of Mr. Jeffrey Michlik will address the issue of operating
income, and the Direct Testimony of Mr. Daniel Erdwurm will address rate design, rate case

expense, and adjustor mechanisms.

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Briefly summarize how your cost of capital testimony is organized.

My cost of capital testimony is organized into ten (10) different sections as identified in my
“Table of Contents.” In summary, I have derived cost of equity estimates obtained from
both the Constant Growth Discounted Cash Flow (“DCF”) model and the Capital Asset
Pricing Model (“CAPM”). The DCF and CAPM are market-based cost of equity estimation
models, and both have consistently been employed by RUCO and ACC Staff in prior rate
proceedings. Additionally, the DCF and CAPM are methodologies which the ACC has
traditionally given the most weight when establishing authorized rates of return for utilities
operating within its Arizona jurisdiction. As will be discussed, RUCO’s recommended cost
of equity in this proceeding represents the arithmetic mean (i.e., simple average) of the cost
of equity results obtained from the DCF and CAPM models, with recognition given to
CAPM estimates obtained at (i) the Proxy Group Debt Ratio, and (ii) a Hamada CAPM at
the Company-Proposed Debt Ratio. RUCO incorporates two CAPM estimates into its

analysis in recognition of TEP having less exposure to financial risk than the sample
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companies comprising the Proxy Group employed by Company witness, Ms. Anne E.

Bulkley.

Company witness Bulkley obtains cost of equity estimates from (i) the Constant Growth
DCF model, (ii) the CAPM, (iii) the Empirical Capital Asset Pricing Model (“ECAPM”),
and (iv) a Bond Yield Plus Risk Premium methodology (“RP” model). My testimony will
conclude with a brief discussion of Ms. Bulkley’s cost of equity analyses and

recommendations, and how they serve to overstate the Company’s actual cost of equity.

Q. Please summarize the cost of capital recommendations to be addressed in your
testimony.

A. Based upon the results of my cost of capital analysis, RUCO makes the following
recommendations: RUCO recommends that the Commission adopt a 6.74 percent overall
rate of return for the Company, based upon (i) a capital structure comprised of 45.68 percent
long-term debt and 54.32 percent common equity, (ii) a 3.82 percent cost of long-term debt,
and (ii1) a cost of common equity of 9.20 percent. RUCO’s cost of capital recommendations

are as follows:

Weight Cost Weighted Cost
Long-Term Debt 45.68 % 3.82 % 1.75 %
Common Equity 54.32 % 9.20 % 5.00 %
Overall Rate of Return 6.74 %

RUCO’s recommended 9.20 percent cost of common equity is computed as the arithmetic
mean of estimates derived from the Constant Growth DCF and CAPM models. Details of

the computation of RUCO’s recommended cost of common equity are summatized below:?

! See Schedule JAC -1 (Page 1).
2 See Schedule JAC-2.
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I11.

Cost of Equity Estimation Model Common Equity Cost Rate
Constant Growth DCF 9.21 %
CAPM -- at Proxy Debt Ratio 9.51 %
CAPM - at Company-Proposed  Debt Ratio 8.88 %
RUCO Recommended Cost of Common Equity 9.20 %

ECONOMIC PRINCIPLES APPLICABLE TO ARIZONA

What are the basic economic principles which apply in the determination of a fair rate
of return for regulated public utilities in Arizona?

For regulated public utilities in Arizona, rates are established in a manner designed to allow
for recovery of the utility’s costs, including capital costs. This is traditionally referred to as
“cost of service” ratemaking. Rates are established using the *“rate base — rate of return™
concept, wherein utilities are allowed to recover specific operating expenses, taxes and
depreciation, and granted an opportunity to earn a fair value rate of return on the assets
utilized (i.e., fair value rate base) in providing service to ratepayers. Rate base is derived
from the asset side of the utility’s balance sheet, while rate of return is developed from the
liability/stockholders” equity side of the balance sheet. The revenue impact of the cost of
capital in rates is determined by multiplying rate base by rate of return. In the instant docket,

RUCO is recommending an overall OCRB rate of return of 6.74 percent for TEP.

Is the Company proposing that its original cost rate base also be used as its fair value
rate base (“FVRB”)?

No. The Company proposes that the average of its OCRB and RCND rate bases be used as
its FVRB. As will be discussed, RUCO recommends a 4.66% return on the Company’s
FVRB, based upon RUCO’s recommended 0.00 percent Fair Value Increment (“FVI”) cost

rate.
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Q.
A.

What is the meaning of a “fair rate of return” when analyzing a rate case application?
From an economic standpoint, a “fair rate of return” is one which allows an efficient and
economically well managed utility the ability to maintain its financial integrity, attract
capital, and establish comparable returns for similar risk investments. These concepts are
derived from economic and financial theory and are generally implemented using financial
models and economic concepts. From a technical perspective, a “fair rate of return”™ is an ex
post (after the fact) earned return on an asset base. Conversely, the cost of capital is an ex
ante (before the fact) expected, or required, return on a capital base. In regulatory

proceedings, the two terms are often used interchangeably.

As regulated entities granted natural monopoly status, are public utilities guaranteed
to earn their authorized rate of return?

No, they are not. Public utilities are afforded an opportunity to earn their authorized rate of
return; they are not guaranteed to earn the rate of return authorized in a rate case. Many
factors are involved in determining a rate of return. However, investments in new plant
assets made subsequent to a rate case and/or increases to operating expenses between rate
cases can have a negative impact on a utility’s realized rate of return. Conversely, an
increase in revenues and/or a decrease in operating expenses can have a positive impact on
the earned rate of return. In the former scenario, a public utility will generally file for a rate
increase. In the latter scenario, should a public utility earn a rate of return in excess of that
approved by a utility commission, then the commission may instruct the utility to file a rate

application in order that new rates be established to provide rate relief to ratepayers.
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IV.

Q.

GENERAL ECONOMIC CONDITIONS

Why are economic and financial conditions important in the determination of the cost
of capital for a regulated public utility such as TEP?

Economic and financial conditions are important because the cost of capital, both fixed-cost
debt as well as common equity, is largely determined by current and future economic and
financial conditions. At any given time, the cost of capital is influenced by each of the
following: (1) the level of economic activity (i.e., economic growth); (ii) the stage of the
business cycle; (iii) the rate of inflation; and (iv) expected future economic conditions. That
current and future economic and financial conditions largely determine the cost of equity is

consistent with the Court’s ruling in the Bluefield decision, which held that:

“[a] rate of return may be reasonable at one time, and become too high or
too low by changes affecting opportunities for investment, the money
market, and business conditions generally.” Bluefield, 262 U.S. at 679.°

Measures of general economic indicators influencing the cost of capital are presented in

Schedule JAC-5 (Pages 1-6).

Briefly describe the recent trends in economic conditions and their impact on capital
costs over the past thirty years?

From the early 1980’s through the end of 2007, the United States economy experienced a
period of relative stability. This period was characterized by longer economic expansions,
small contractions, low and/or declining inflation, and declining interest rates and other
capital costs. In 2008 and 2009, however, the economy experienced a steep decline as a

result of the sub-prime mortgage lending crisis, and this had a negative impact on financial

3 Bluefield Water Works and Improvement Company v. Public Service Commission of the State of West Virginia (262
U.S. 679), as cited in Parcell, David C., The Cost of Capital: A Practitioner’s Guide, prepared for the Society of
Utility and Regulatory Financial Analysts (SURFA): 2010 Edition (p.26).

26~
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markets, both domestically and internationally. This economic decline is generally
considered to be the worst financial crisis since the Great Depression, and is often referred
to as the ‘Great Recession.” As a consequence, in 2008 the United States Federal Reserve
Bank (“Fed”) and central banks in other foreign countries initiated accommodative
monetary policies to stimulate economic growth and reduce unemployment in an effort to

recover from this worldwide recession.

The recession bottomed out in June 2009, with the economic recovery continuing through
2019. However, with the onset of the COVID-19 pandemic in early 2020, global economies
once again experienced a sharp decline, with the national unemployment rate rising from
3.8 percent in Q1 2020 to a level of 13.1 percent in Q2 2020. Thanks to the development of
a COVID-19 vaccine, in combination with the Fed once again instituting an accommodative
monetary policy, lowering the Federal Funds rate* to its 0.00% - 0.25% Effective Lower
Bound (“ELB”), the economic downturn was relatively short lived, and confidence restored
to the markets by late 2020. At present (Q3 2022), the national unemployment rate stands

at 3.6 percent, while unemployment at the State level currently stands at 3.5 percent.’

Throughout the period 2010-2020, inflation, as measured by the Consumer Price Index
(“CPI”) had been kept at bay, the average annual rate (i.e., 1.73 percent) remaining well
below the Fed’s targeted 2.0 percent annual rate. Beginning in 2021, however, the annual
rate of inflation rose to 7.0 percent, a level not seen in almost forty years. As a consequence,
Federal Reserve Chairman, Jerome Powell, stated that it is “absolutely essential to restore

price stability,” and announced that the Fed plans to “expeditiously” hike short-term interest

4 The Federal Funds Rate is the short-term interest rate the Fed charges banks for overnight deposits.
3 Council of Economic Advisors, United States Department of Labor, Bureau of Labor Statistics, Economic
Indicators, various issues. https://www.govinfo.gov/app/collection/econi/2022
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rates in an effort to slow economic growth and lower the rate of inflation, and do so in a

manner which would prevent the economy from going into recession.®

Q. Has inflation continued to rise in 2022?
A. Yes. The following shows that CPI inflation, measured both on a month-over-month (“M-

M) and year-over-year (“Y-Y"’) basis, has continued to rise in 2022.”

Changes to CPI Inflation in 2022

Month-over-month Year-over-year
January 0.6 % 7.5%
February 0.8 % 7.9 %
March 1.2 % 8.5 %
April 0.3 % 83%
May 1.0 % 8.6 %
June 1.3 % 9.1 %
July 0.0 % 8.5%
August 0.1% 8.3 %
September 0.4 % 8.2 %
October 0.4 % 7.7 %
November 0.1 % 7.1 %

As shown, CPI inflation measured on a M-M (i.e., 1.3%) and Y-Y (i.e., 9.1%) basis rose to
their highest levels in June 2022. The 9.1 percent annualized rate in June was the highest in
more than four decades (i.e., November 1981), and driven by a “big jump in gasoline
prices,” with “shelter and food prices being major contributors.”® CPI inflation has since

moderated, with the annualized 7.1 percent rise in consumer prices in November 2022 being

i}

8 Cox, Jeff, “Powell Says Taming Inflation ‘Absolutely Essential,” and a 50 Basis Point Hike possible for May,’
enbe.com, updated April 22, 2022. hitps://www.cnbe.com/2022/04/21/powell-says-taming-inflation-absolutely-
essential-and-50-basis-point-hike-on-the-table-for-may.html

" Council of Economic Advisors, Economic Indicators, November 2022 (p. 24).
hitps://www.govinfo.gov/app/collection/econi/2022/1 1

¥ Rubin, Gabriel T., “U.S. Inflation Hits New Four-Decade High of 9.1%.” wsj.com (July 13,

2022). htps://www.wsj.com/articles/us-inflation-june-2022-consumer-price-index-11657664129
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the “slowest 12-month pace since December 2021.” Measured M-M (i.e., 0.1%), consumer
prices in November 2022 “softened significantly,” with prices for “gasoline, utility, medical

care services and used-car prices all falling.””

Q. Did Fed officials anticipate this rapid rise in inflation?

A. No. Inflation first began to surge in June 2021, and at that time Fed Chair Powell and former
Fed Chair, Janet Yellen,'" stated they believed higher inflation to be ‘transitory,” “in part
because unemployment was still 5.9%, and had fallen as low as 3.5% in 2019 without
inflation going up.”'" (emphasis added) Subsequently, however, both Fed Chair Powell and
Secretary Yellen publicly conceded that they made mistakes in the handling of inflation,
and now acknowledge that “inflation is unlikely to recede quickly.”! In an interview, Fed
Chair Powell further stated: “If you look back in hindsight then, yes, it probably would’ve

been better to have raised rates earlier.”!?

Q. In regards to inflation, would it be fair to say that Fed Chair Powell and Secretary
Yellen “misread” the economy?

A. Yes. As noted by the authors of a recent Wall Street Journal article,'* Fed officials “misread
the economy,” and redeployed the same low-interest-rate monetary policy “playbook”

employed in the 2007-2009 financial crisis to the COVID-19 pandemic crisis:

“But the pandemic economy turned out to be fundamentally different. While
the [2007-09] financial crisis primarily dented demand by businesses and

® Guilford, Gwynn, “U.S. Inflation Eased in November, CPI Report Shows,” wsj.com (December 13, 2022).
https://www.wsj.com/articles/us-inflation-november-2022-consumer-price-index-

11670883405 mod=economy_more posl!

10 Ms. Yellen now serves as Secretary of the Treasury in the Biden administration.

! Timiraos, Nick and Jon Hilsenrath, “How the Fed and the Biden Administration got Inflation Wrong,” wsj.com,
June 13, 2022. hitps://www.wsj.com/articles/inflation-¢conomy-federal-reserve-116551346827mod=article inline
12 Tbid

13 Ibid

14 Tbid
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Q.

A.

consumers, the pandemic undercut supply, resulting in persistent shortages
of raw materials, container ships, workers, computer chips and more.

Unemployment fell and inflation rebounded more quickly than policy
makers expected—yet they stuck with the old playbook. That exacerbated
the supply-and-demand mismatches and helped drive inflation up, reaching
8.6% in May, its highest in 40 years.” (emphasis added)

Were Fed officials the only professional economists to have “misread” the economy in
the manner noted above?

No, they were not, as evidenced by the following:

“Many professional economists, using models similar to those used by Mr.
Powell and Ms. Yellen, agreed with them that the inflation surge would be
transitory. In July 2021, private forecasters surveyed by The Wall Street
Journal projected inflation would recede to 2.4% by the end of 2022, They
now project 4.8% [inflation] at year-end.” !

Furthermore, ‘bad luck’ has made a bad situation worse, and other countries are
experiencing high inflation, which suggests that central bankers in those countries made

similar policy errors:

“Private forecasters and nonpartisan congressional scorekeepers similarly
failed to anticipate the magnitude and duration of higher inflation. There
was also bad luck. New Covid variants, Russia’s invasion of Ukraine and
China’s Covid-related lockdowns have made a bad situation worse. And
high inflation isn’t solely the result of U.S. policy errors: It will end the year
at 7.2% in Germany, 8.8% in Britain, 6.1% in Canada, and 6.8% in the U.S.,
J.P. Morgan projects.”'® (emphasis added)

15 Ibid
1 Tbid
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Q. In addition to hiking short-term interest rates, are there other measures the Fed can
take to remove economic stimulus and lift borrowing costs to fight inflation?
A. Yes. The Fed has announced that in addition to hiking short-term interest rates it plans to

shrink its $9 trillion asset portfolio of Treasury securities and mortgage bonds. Specifically,

“Fed officials will allow up to $30 billion in Treasurys and $17.5 billion in
mortgage bonds to roll off every month in June, July and August. After that,
they will allow $60 billion in Treasurys and $35 billion in mortgage
securities to run off every month. Reducing the portfolio serves as an
additional way to remove stimulus and lift borrowing costs.”!”

Previously, Fed policy had been to repurchase these securities upon maturity, thereby

adding stimulus and lowering borrowing costs.

Q. To date, what action has the Fed taken to hike short-term interest rates this year?
A. The Fed has hiked short term interest rates seven (7) times in 2022, as shown below:'®
Date Increase Level (%)
15-Dec 0.50% 4.25—-4.50
3-Nov 0.75% 3.75-4.00
22-Sep 0.75% 3.00 -3.25
28-Ju 0.75% 2.25-2.50
16-June 0.75 % 1.50 - 1.75
5-May 0.50 % 0.75 - 1.00
17-March 0.25 % 0.25-0.50
Policy rate in effect prior to first 2022 rate hike: 0.00 —0.25

17 Timiraos, Nick, “Fed Lifts Interest Rates by Half Point in Biggest Hike since 2000 wsj.com, May 4,
2022. https://www.wsl.com/articles/fed-approves-half-point-interesi-rate-rise-ratcheting-up-its-inflation-fight-

11651687201

1¥ Federal Open Market Committee (FOMC) Historical Archive, Target Federal Funds
Rate. https://www.federalreserve.gcov/monetarypolicy/openmarket.htm
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As shown, the Fed’s first increase (0.25%) came in March 2022, at a time when the Federal
Funds Rate was at its Effective Lower Bound (“ELB”), 0.00 - 0.25 percent.'” Since then,
the Fed has raised its policy rate six additional times; twice by 50 basis points (in May and
December), and four times by 75 basis points (in June, July, September, and November).
The Fed’s 50 basis point hike in May 2022 was the largest since 2000,° and 75 basis point
hike in June 2022 the largest since 1994.2! RUCO Exhibit JAC-A presents a record of
changes made to the Federal Funds Rate, 2006-2022.

Q. In tightening monetary policy so aggressively, is it possible the Fed may send the
economy into recession and cause the unemployment rate to rise?

A. Yes, and evidence of this can be seen when parsing the statements issued by the Federal
Reserve’s Federal Open Market Committee (“FOMC”) following its rate hike of May 4,
2022 as compared to that of June 15, 2022. As shown below, the FOMC Statement of May

4, 2022 includes the following sentence:

“With appropriate firming in the stance of monetary policy, the Committee
expects inflation to return to its 2 percent objective and the labor market to
remain strong.”** (emphasis added)

In the FOMC Statement issued on June 16, 2022, however, the above sentence is missing,

and replaced by another which makes no reference to a strong labor market:

19 At the time of this 0.25% increase, the Federal Funds Rate had been at its ELB since March 16, 2020, a period of
two years, when the Fed had lowered its policy rate by 1.00% in response to the onset of the COVID-19 pandemic.
% Timiraos, Nick, “Fed Lifts Interest Rates by Half Point in Biggest Hike since 20007 wsj.com, May 4, 2022.

1 Timiraos, Nick, “Fed Raises Rates by 0.75 Percentage Point, Largest Increase since 1994, wsj.com, June 15,
2022. https://www.wsi.com/articles/fed-raises-rates-by-0-75-percentage-point-largest-increase-since-1994-
11655316170

22 Federal Reserve FOMC Statement: Press Release, federalreserve.gov, May 4,

2022. hitps://www.federalreserve.cov/newsevents/pressreleases/monetary20220504a.htm
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“The Committee is strongly committed to returning inflation to its 2 percent
objective.”*

At a press conference following the Fed’s announced 0.75 percent rate hike on June 15,
2022, in response to a question as to whether the Fed might go too far in hiking interest rates

to combat inflation, Fed Chair Powell responded as follows:

“There's always a risk of going too far or going not far enough, and it's going
to be a very difficult judgment to make, or maybe not, maybe it'll be really
clear, but we're, and we're quite mindful of the dangers. But I will say the
worst mistake we could make would be to fail, which is not an option. We
have to restore price stability, we really do, because everything, it's the
bedrock of the economy. If you don't have price stability, the economy's
really not going to work the way it's supposed to and it won't work for
people, their wages will be eaten up. So we want to get the job done.”**

What is 10-year breakeven inflation, and how is it calculated?

Ten (10) year breakeven inflation is a market-based measure of investor expectations of
inflation over the next 10-years, computed as the difference between the current nominal
yield on the 10-year Treasury Note and the current real (i.e., inflation adjusted) rate on the
10-Year Treasury Inflation-Indexed Constant Maturity Securities, or TIPS. Below is the

current 10-year breakeven inflation rate, measured as a recent (i) 3-month average (October

— December, 2022), and (ii) 1-month average (December, 2022):%

3-Month Average 1-Month Average

(Oct. — Dec. 2022) (December, 2022)
10-Year Yield — Nominal 3.83 % 3.62 %
10-Year Yield — Real - 1.49 % -1.36 %
10-Year Breakeven Inflation 2.34 % 2.26 %

3 Federal Reserve FOMC Statement: Press Release, federalreserve.gov, June 15, 2022.
hitps://www.federalreserve.gov/newsevents/pressreleases/monetary20220615a.htm

# “Transcript of Chair Powell’s Press Conference,” federalreserve.gov, June 15, 2022 (pp. 20-

21). https://www.federalreserve.gov/mediacenter/files/FOMCpresconf20220615.pdf

25 The 10-year nominal rate and the 10-year TIPS rate are available from the U.S. Department of the Treasury.
https://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/TextView.aspx ?data=realyield
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Q.

How do the above current (i) 2.34 percent 3-month average and (ii) 2.26 percent 1-
month average projections of breakeven inflation compare to average 10-year
historical inflation over the past forty years (i.e., 1982-2021)?

As presented in Schedule JAC-5 (Page 1), based on annual rates of inflation as measured
by the Consumer Price Index (“CPI”), average inflation measured over a 10-year historical

period going back to 1982 is as follows:

Historical 10-Year Period Historical 10-Year Inflation
1982 - 1991 3.90 %
1992 - 2001 2.51 %
2002 - 2011 249 %
2012 -2021 2.15 %
Projected 10-Year Period Projected 10-year inflation
2022-2031 2.26%-2.34 %

As shown, 10-year projected breakeven inflation as determined by investors in the
marketplace over the period, 2022-2031, is expected to exceed historical inflation in only
the most recent 10-year period (i.e., 2012-2021), while remaining below that of the prior

30-year period (i.e., 1982-2011).

How do investor expectations of 10-year breakeven inflation, as measured on a 1-and
3-month basis, January-December, 2022, compare to current (i.e., 2.26% - 2.34%)
projections of 10-year breakeven inflation?

RUCO has prepared an Exhibit?® showing 1-month and 3-month measures of 10-year
breakeven inflation during the period, January-December, 2022. As shown in Exhibit JAC-

B (Page 2 of 2), and as summarized below, measured on a 1-month average basis 10-year

% Exhibit JAC-B (Pages 1 and 2).
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breakeven inflation began the year at an expected level of 2.45 percent, rose to a peak of
2.88 percent (April 2022), and ended the year at its current 2.26 percent level. On a 3-month
average basis (Nov. 2021-Jan. 2022), 10-year breakeven inflation began the year at an
expected level of 2.51 percent, rose to a peak of 2.81 percent (March-May, 2022), before

ending the year at its current 2.34 percent level (Oct.-Dec., 2022).

10-Year Breakeven Inflation Estimates

1-Month 3-Month
January 2022 2.45 % 2.51%
Peak estimate 2.88 % 2.81%
December 2022 2.26 % 2.34 %

Exhibit JAC-B (Page 1 of 2) provides comparable 1- and 3-month average estimates of 10-
year breakeven inflation for the period, January-December, 2021. As shown, the current
2.26 percent 1-month average estimate of projected 10-year breakeven inflation is the lowest
since February 2021 (i.e., 2.18%), while the current 2.34 percent 3-month average estimate
of projected 10-year breakeven inflation is the lowest since July-September 2021 (i.e.,

2.34%).

Q. Does the above noted fall in 10-year breakeven inflation from levels not seen since
early-2021 suggest that investors approve of the restrictive monetary policies enacted
by the Fed to combat inflation?

A. Yes, for if investors did not approve of the actions taken by the Fed, one can safely assume
that yields on long-term Treasury Bonds and the 10-year breakeven inflation rate, as
determined by investors in the marketplace, would have risen significantly higher from their

current levels.
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Q.

In direct testimony,?” Ms. Bulkley discusses 10-year breakeven inflation and, citing a
2.84 percent 10-year breakeven inflation rate measured as of March 31, 2022, states
that “investors expect inflation will remain well above the Federal Reserve’s 2 percent
target over the next 10 years.”?® How do you respond?

My response is simply to say that Ms. Bulkley is mistaken, based upon current estimates of
10-year breakeven inflation—both as a 1-month (i.e., 2.26%) and 3-month average (i.e.,
2.34%)—measured as of December 2022. In absolute terms, Ms. Bulkley’s 2.84 percent 10-
year breakeven inflation rate exceeds the current 2.34 percent 3-month average estimate by
50 basis points (2.84% - 2.34% = 0.50%), which in relative terms equates to an
overstatement of 21.4% ((0.50% / 2.34%) = 21.4%). Ms. Bulkley’s 2.84 percent 10-year
breakeven inflation rate exceeds the current 2.26 percent 1-month average estimate by 58
basis points (2.84% - 2.26% = 0.58%), which in relative terms equates to an overstatement

of 25.7% ((0.58% / 2.26%) = 25.7%).

What has been the trend in interest rates over the period, 1975-2021?

As shown in Schedule JAC-6 (Pages 3 —4), interest rates rose sharply to record levels during
the period, 1975-1981, when inflation was high and generally rising. Interest rates declined
substantially, as did inflation, during the remainder of the 1980s and throughout the 1990s.
Interest rates declined further during the period, 2000-2005, and after trending slightly
upward in years 2006-2008, continued on a downward path reaching levels in years 2009-
2021 not previously seen since the early 1960s. In 2008, the Fed initiated an accommodative
monetary policy by lowering the federal funds rate (the rate the Fed charges banks for
overnight transfers of funds), and in an effort to promote increased lending and liquidity,
eventually initiated a policy of quantitative easing, an unconventional monetary policy used

when short-term interest rates are at or approaching zero. As a consequence, in years 2012-

7 Bulkley Direct, pp. 19-21.
28 Thid, p. 20, lines 12-14.
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2021, both U.S. and corporate bond yields declined to their lowest levels in more than 40
years. Beginning in December 2015, the Fed initiated a policy of gradually raising the
federal funds rate, but again lowered it to its ELB in response to the COVID-19 pandemic
in March 2020. As noted, beginning in March 2022 the Fed has hiked short-term interest

rates seven times this year in response to rising inflation.

Q. What has been the trend of real GDP growth in the U.S. economy?

A. As shown in Schedule JAC-6 (Page 1), real GDP growth over the 10-year period, 2012-
2021 has averaged 2.06 percent per annum, while over the five year period, 2017-2021 real
GDP growth has averaged 1.96 percent per annum. As further shown, after experiencing
negative GDP growth in 2020 (-3.4%), the U.S. economy rebounded strongly in 2021, when
GDP growth reached 5.7 percent, the highest level since 1984.

Q. What is the outlook for projected real GDP growth over the 10-year period, 2023-
2032?

A. The Congressional Budget Office (“CBO”), in its Budget and Economic Outlook for the
period 2022-2032, projects real GDP growth of 3.8 percent in 2022, 1.78 percent for the 5-
year period, 2023-2027, and 1.74 percent for the 5-year period, 2028-2032. Over the 10-
year period, 2023-2032, CBO projects average annual real GDP growth of 1.76
percent. CBO’s projections of average annual real GDP growth for the period, 2023-2032,

are as follows:*’

¥ Congressional Budget Office, “The Budget and Economic Outlook: 2022 to 2032,” Table C-1 (p. 133), May
2022. https://www.cbo.gov/publication/58147#:~text=In%20CB0O's%20projections%%2C%20the%20price.unemploy
ment%20rate%20averages’6203.8%20percent.
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Annual Average

Time Period Real GDP Growth
Current Year Growth 2022 3.80 %
S-year Growth 2023 - 2027 1.78 %
5-year Growth 2028 - 2032 1.74 %
10-year Growth 2023 - 2032 1.76 %

As shown, CBO projects real GDP growth to slow from 3.8 percent in 2022 to a 10-year
average of 1.76 percent over the 2023-2032 period, reflecting slower growth in consumer
spending and government purchases as well as the effect of trade policies on business

investment.*"

What are the Fed’s projections for real GDP growth in years 2022, 2023, 2024, 2025
and longer run GDP?
As reported in the Feds’ most recent Summary of Economic Projections,’’ the current

median estimate of Real GDP growth of Federal Reserve Board members in years 2022,

2023, 2024, 2025 and Longer Run are as follows:

2022 2023 2024 2025  Longer Run

Real GDP 0.5% 0.5% 1.6% 1.8% 1.8%
September projection 0.2% 1.2% 1.7% 1.8% 1.8%

As shown, the current median projection of Real GDP growth by Federal Reserve Board
members for 2022, 0.5 percent, is higher than the September projection (0.2 percent), but
the median Fed projection of Real GDP growth in 2023 has experienced a downward
adjustment, from a projected 1.2 percent level in September to an updated 0.5% projected

level. Median Fed projections of Real GDP growth in year 2024 declined slightly, from 1.7

30 Ibid.

31 Federal Reserve Bank, Summary of Economic Projections, federalreserve.gov, December 14,
2022. https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20221214.pdf
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percent to 1.6 percent, while projections for Real GDP growth in 2025 and the longer run

remained unchanged, at 1.8 percent.*?

Q. Given the Fed’s announced intent to continue hiking short-term interest rates in an
effort to bring down inflation, do the above downward adjustments to projected Real
GDP growth increase the likelihood that the economy may go into recession in 20237

A, Yes.

Q. Do economists expect the U.S. economy to go into recession in 2023?
A. Yes, for as noted by Diane Swonk, chief economist with at KPMG,** the Fed is trying to

engineer a recession in order to fight inflation:

“We’ll have one because the Fed is trying to create one,” said Swonk.
“When you say growth is going to stall out to zero and the unemployment
rate is going to rise ... it’s clear the Fed has got a recession in its forecast
but they won’t say it.”

Swonk is optimistic that the recession will be “a short, shallow one,” stating:

“The good news is we should be able to recover from it quickly. We do have
good balance sheets, and you could get a response to lower rates once the
Fed starts easing. Fed-induced recessions are not balance sheet recessions.”

Q. What trends do the economic indicators suggest for common share prices?

A. As shown in Schedule JAC-6 (Pages 5 and 6), stock prices were stagnant during the high
inflation/high interest rate environment of the late 1970s and early 1980s. In 1983, however,
equity prices began to rise steadily, particularly as measured by the Dow Jones Industrial

Average (“DJIA”), before peaking in 2007. With the onset of the Great Recession in 2008,

32 Note that CBO’s 3.8% projection of Real GDP growth for 2022 exceeds by 3.3% the Fed’s current median 0.5%
projection (3.8% - 0.5% = 3.3%).

33 Domm, Patti, “Why Everyone Thinks a Recession is coming in 2023, cnbc.com, December 23,

2022. https://www.cnbe.com/2022/12/23/why-everyone-thinks-a-recession-is-coming-in-2023.himl
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equity prices declined sharply from their highs of 2007, reaching a low in the first quarter
of 2009. Beginning in the third quarter of 2009, equity prices again began to rise, eventually
recovering the losses sustained as a consequence of the “crash™ in 2008 and, as evidenced
by the performance of the DJIA, the S&P 500 Composite Index (“S&P 5007), and the
NASDAQ Composite Index (“NASDAQ”), went on to reach new all-time highs in each
year during the period, 2013-2021. Due to rising inflation, each of these three major stock
indices experienced a correction of more than 20.0 percent in mid-2022, which is suggestive
of a bear market.** While all three have since recovered from their lows of earlier this year,

each remains well off their all-time highs of November 2021.

What conclusions can be drawn from the above discussion of economic and financial
conditions as they relate to the cost of capital?

As previously discussed, after an extended period characterized by low interest rates, low
inflation, low unemployment and rising stock prices, it appears that economic growth as
measured by Real GDP may experience a near term decline going forward. As noted earlier,
Fed Chairman Powell has characterized ‘price stability’ as the ‘bedrock of the economy,’
and something which must be ‘restored.” Thus, it appears the Fed is prepared to continue
hiking short-term interest rates in order to “get the job done.” As evidenced by the decline
in 10-year breakeven inflation, investors have responded favorably to the Fed’s aggressive
monetary policies, believing the action taken by the Fed to be appropriate in fighting
inflation. Economists generally agree that the domestic economy will go into recession in
2023; should that happen inflationary pressures would be expected to mitigate, allowing the
Fed to reverse course from its current restrictive monetary policy stance. These
developments portend to a more accommodative monetary policy and lower capital costs,

including the cost of common equity.

34 “Wall Street is in a Bear Market. Here’s what that Means for Your Money,’ chsnews.com (June 14, 2022)
https://www.cbsnews.com/news/bear-market-2022-stock-market-wall-street-money/
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V.

CAPITAL STRUCTURE AND COST OF DEBT

What capital structure does TEP propose be used for purposes of setting rates in this
proceeding?

In its Application, the Company proposes a capital structure comprised of 45.68 percent

long-term debt, and 54.32 percent common equity.*’

How does the Company’s proposed capital structure compare to the sample average
capital structure of RUCO’s proxy group of companies?

As shown in Schedule JAC-5 (Page 7), the sample average capital structure of RUCO’s
proxy group of companies is comprised of 52.89 percent long-term debt and 47.11 percent
equity.*® Thus, the Company’s proposed capital structure is less highly leveraged than the

sample average capital structure of RUCQO’s proxy group of companies.

What capital structure does RUCO recommend for TEP in this proceeding?
As shown in Schedule JAC-1, RUCO adopts the Company’s proposed capital structure

comprised of 45.68 percent long-term debt and 54.32 percent common equity.

What is the Company’s proposed cost of long-term debt?

As shown in Schedule D-1, the Company proposes a 3.82 percent cost of long-term debt.

What is RUCO’s proposed cost of long-term debt in this proceeding?
As shown in Schedule JAC-1, RUCO adopts the Company’s proposed 3.82 percent cost of

long-term debt.

33 See Pritz Direct, p. 9; and Schedule D-1, (Page 1 of 2).

36 As shown in Schedule JAC-5 (Page 7), RUCO’s sample average 47.11 percent common equity ratio represents an
average of the (1) 5-year historical (2017-2021) and (i1) 5-year projected (2022-2026) common equity ratios for
RUCQO’s proxy group of companies ((48.1% + 46.1%) / 2 =47.11%).
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VI
Q.

VIL

SELECTION OF PROXY GROUP

Was RUCO able to directly estimate the cost of common equity for the Company?
No. The common stock of TEP is not publicly-traded, and thus it is not possible to directly
estimate the Company’s cost of common equity. Therefore, RUCO employed a proxy group
of publicly-traded electric utility companies to indirectly estimate the Company’s cost of

equity (“COE”) utilizing financial market data available for each sample company.

What publicly-traded electric utility companies has RUCO selected for inclusion in its
proxy group?

For purposes of its analysis, RUCO adopts the same proxy group of companies used by
Company witness, Ms. Bulkley. RUCQO’s proxy group is comprised of the following fifteen
(15) publicly-traded electric utility companies: ALLETE, Inc. (Ticker: ALE); Allient
Energy Corporation (Ticker: LNT); Ameren Corporation (Ticker: AEE); American Electric
Power Company, Inc. (Ticker: AEP); Duke Energy Corporation (Ticker: DUK); Entergy
Corporation (Ticker: ETR); Evergy, Inc. (Ticker: EVRG); IDACORP, Inc. (Ticker: IDA);
NextEra Energy, Inc. (Ticker: NEE); NorthWestern Corporation (Ticker: NWE); OGE
Energy Corp. (Ticker: OGE); Otter Tail Corporation (Ticker: OTTR); Portland General
Electric Co. (Ticker: POR); Southern Company (Ticker: SO); and Xcel Energy, Inc.
(Ticker: XEL). Each of these fifteen electric utilities are followed by The Value Line
Investment Survey. Attachment 2 contains the most recent Value Line quarterly update for

each of RUCO’s fifteen proxy companies.

DCF ANALYSIS
What is the theory and methodological basis of the DCF model?
The DCF model is one of the oldest and most commonly used market-based models for

estimating the COE for public utilities, and the only one which intrinsically takes into
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consideration the price investors are willing to pay for a given unit of return. The DCF is
based on the "dividend discount model" of financial theory, which maintains that the value

(price) of any security or commodity is the discounted present value of all future cash flows.

The most common variant of the DCF model assumes that dividends are expected to grow

at a constant rate, and the COE is computed using the following formula:

K—£+

Where: K = discount rate (cost of equity)
P, = current stock price
D, = current annualized dividend
D1 = expected dividend
DO / PO = current dividend yield
D1 / PO = expected dividend yield

g = expected constant dividend growth rate

This formula essentially recognizes that the return expected, or required, by investors is
comprised of two factors: the dividend yield (current income) and expected growth in

dividends (future income).

Q. Please explain how RUCO employed the DCF model.

A. For purposes of its analysis, RUCO employs the constant growth DCF model. In doing so,
RUCO combines the current annualized dividend (Do) for each sample company with
measures of (i) S-year historic (i.e., 2017-2021) dividend growth, and (ii) 5-year projected
(i.e., 2022-2026) dividend growth, thereby obtaining for each sample company a measure

of next year’s expected dividend (D).
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Q.
A.

How did RUCO derive the dividend yield component of the DCF equation?

Several different methods can be used to compute the dividend yield component in the
constant growth DCF model. However, for purposes of its analysis, RUCO employs the
Gordon quarterly compounding method to compute the dividend yield component, as it
gives recognition to the timing of dividend payments and dividend increases. The Gordon

quarterly compounding method is expressed as follows:
Dol +05¢)
P it

Yield =

The current (P,) stock price represents the average stock price for each proxy company over
the most recent 3-month period (September — November 2022). The current (D,) dividend
is the current annualized dividend rate for each proxy company. Because the expected (D)
dividend represents the quantity, [Do * (1 + .05g)], the above equation is representative of

the expected dividend yield, (D1 / Po).

How does RUCO estimate the dividend growth (g) component of the DCF equation?
In estimating the dividend growth (g) rate in its DCF analysis, for each sample company

RUCO gives consideration to the following two indicators of dividend growth:
L Five-year (2017-2021) compound annual historical dividend per
share (“DPS”) growth, as reported by Value Line; and

2. Five-year (2022-2026) compound annual projected dividend per
share (“DPS™) growth, as reported by Value Line;

RUCO believes historical and projected measures of DPS growth to be representative of
investor expectations of dividend growth for each of its proxy group companies.

Additionally, Value Line’s historic and projected measures of dividend growth is
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information that investors evaluate and take into consideration when making an investment

decision.

Please describe RUCQO’s DCF calculations.

RUCO’s DCF analysis is presented in Schedule JAC-3 (Pages 1 and 2). Schedule JAC-3
(Page 1) presents the current indicated annual dividend (Dg) paid on a per share basis by
each of RUCO’s proxy companies, and a calculation of the current dividend yield (Do / Po)
for each proxy company based upon a recent 3-month average stock price (September —
November, 2022). For each proxy company, Schedule JAC-3 (Page 2) presents (i) Value
Line’s 5-year compound annual historical and projected DPS growth estimates, (ii) a
combined average DPS growth estimate, (ii1) a calculation of the expected dividend yield

(D1/ Po), and (iv) RUCO’s DCF derived equity cost rates for each proxy company.

What does RUCO conclude from its DCF cost of equity estimation analyses?
As shown in Schedule JAC-3 (Page 2), the DCF equity cost rates obtained for RUCO’s
proxy group fall within the range, 9.19 percent to 9.24 percent (midpoint 9.21 percent), as

shown below.

Constant Growth DCF Estimates

Mean 9.19 %
Median 9.24 %
Average of Mean and Median 921 %

RUCO concludes that the 9.21 percent (average of mean and median) estimate represents
the current DCF-derived cost of equity for the proxy group. Accordingly, RUCO adopts a
DCF-derived cost of equity of 9.21 percent for the Company, which is based on the midpoint
of the DCF range.
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VIII.

Q.
A.

CAPM ANALYSIS

Please describe the theory and methodological basis of the CAPM.

Developed in the 1960s and 1970s as an extension of modern portfolio theory, which studies
the relationships among risk, diversification, and expected returns, the CAPM describes the
relationship between a security’s investment risk and its market rate of return.>” The CAPM
employs beta as a measure of relative risk (i.e., volatility) between a given equity security

and the market as a whole.

Please describe the CAPM.

The CAPM is a market-based model founded on the principle that investors expect higher
returns for incurring additional risk.*® The CAPM estimates this expected return. Using the
CAPM to estimate the cost of equity of a regulated utility is consistent with the legal
standards governing the fair rate of return. The U.S. Supreme Court has recognized that “the
amount of risk in the business is a most important factor” in determining the allowed rate
of return, and that “the return to the equity owner should be commensurate with returns
on investments in other enterprises having corresponding risks.”*’ The CAPM is a useful
model because it directly considers the amount of risk inherent in a business. Unlike the
DCF Model, the CAPM directly measures the most important component of a fair rate of

return analysis — risk.

How is the CAPM derived?
The general form of the CAPM is:

37 The CAPM makes the following assumptions: 1) single holding period; 2) perfect and competitive securities
market; 3) no transaction costs; 4) no restrictions on short selling or borrowing; 5) the existence of a risk-free rate;
and 6) homogeneous expectations.

3 William F. Sharpe, A Simplified Model for Portfolio Analysis 277-93 (Management Science IX 1963).

¥ Wilcox, 212 U.S. at 48.

40 Hope Natural Gas Co., 320 U.S. at 603.
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K=Rf+ ff (Rm—Ry)
Where: K = cost of equity
Rf = risk free rate
Rm = return on market
B =beta

Rm - Rr = market risk premium

The CAPM is a variant of the Risk Premium (“RP”) method. However, the CAPM is
generally superior to the simple RP method because it provides for company-specific
recognition of risk (i.e., beta), whereas the simple RP method assumes the same cost of

equity for all companies exhibiting similar bond ratings or other characteristics.

Q. Please identify the strengths of the CAPM.

A. The CAPM is cited as having the following strengths (1) it is market-based; (2) it is based
on the concept of risk and return; (3) it is company specific; (4) it has widespread use as it
recognizes that investors can and do diversify; (5) it is highly structured and easy to apply
when using the assumptions of the model; (6) the model is formulistic and the data used in
the computation is readily available; (7) it is a forward looking concept; and (8) it is a

method for converting changes in interest rates to the COE.

Q. What risk-free (Ry) rate does RUCO use in its CAPM analysis?

A. For purposes of its CAPM analysis, RUCO employs a risk-free rate of 3.98 percent.
RUCO?’s risk-free rate represents the 3-month average yield on 20- and 30-year long-term
Treasury Bonds, measured over the 3-month period, September — November, 2022. The

calculation of RUCO’s risk-free rate is presented in Schedule JAC-4 (Page 1).
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Q.

Is it customary to use the yield on U.S. Treasury securities as the risk-free (Rr) rate in
the CAPM?

Yes, because debt securities issued by the United States Department of the Treasury are
considered to be free of default risk. Two general types of U.S. Treasury securities are most
often used as the risk-free (Rf) rate component, short-term U.S. Treasury bills and long-term
U.S. Treasury bonds. As noted, RUCO employs yields on 20-year and 30-year long-term

Treasury bonds as a proxy for the risk-free rate in the CAPM.

Did RUCO consider use of a forecasted long-term Treasury bond rate as the risk-free
rate to be used in its CAPM analysis?

No. The appropriate interest rate to be used in the CAPM is the current rate borne by
investors in the marketplace. Use of a forecasted risk-free rate overstates cost of equity
estimates derived from the CAPM. Use of a current, or recent average, long-term Treasury
rate is reflective of investor’s expectations, and as such is the appropriate risk-free rate to

be used in the CAPM.

What is beta, and what beta coefficients does RUCO employ in its CAPM analysis?

Beta is a measure of risk (i.e., volatility) of a particular stock relative to the market as a
whole. The overall market is assumed to have a beta of 1.0; thus, companies having betas
less than 1.0 are considered less risky than the market, whereas companies with betas greater
than 1.0 are considered more risky than the market. As regulated entities which have been
granted natural monopoly status, regulated public utilities are considered less risky than the
market and typically have betas less than 1.0. For purposes of its analysis, RUCO utilizes
the most recent beta reported by Value Line for each of its sample companies. As shown in

Schedule JAC-4 (Page 1), the sample average beta of RUCO’s proxy group is 0.87.
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Q. How does RUCO estimate the market risk premium (Rm-Rf) component?

A. The market risk premium component (Ru-Ry) represents the investor-expected premium
associated with common stock ownership above that of the risk-free rate, or government
bonds. For purposes of its analysis, in estimating the market risk premium RUCO gives

consideration to the following three measures of the market risk premium:

(1) a 6.3 percent Arithmetic Mean estimate of realized equity returns on
the S&P 500 above that of returns on long-term government bonds,
measured over the period, 1926-2021;

(2) a 5.0 percent Geometric Mean estimate of realized equity returns on
the S&P 500 above that of returns on long-term government bonds,
measured over the period, 1926-2021; and

3) a 7.69 percent Arithmetic Mean estimate of differential returns on
equity for the S&P 500 above that of returns on 20-year government
bonds, measured over the period, 1978-2021.4

As shown in Schedule JAC-4 (Page 3 of 4), and as summarized below, RUCO estimates the

current market risk premium to be 6.33 percent.

Arithmetic Mean (1926-2021) 6.30 %
Geometric Mean (1926-2021) 5.00 %
Arithmetic Mean (1978-2021) 7.69 %
Market Risk Premium 6.33 %

Q. As noted earlier, RUCO adopts the Company’s proposed capital structure and
employs the same Proxy Group as Company witness, Ms. Bulkley. Is TEP’s proposed
capital structure comparable in risk to that of the Proxy Group capital structure?

A. No, it is not. The debt ratio in the Company’s proposed capital structure is 45.68 percent,
while as shown in Schedule JAC-5 (Page 7 of 7) the sample average debt ratio in the Proxy

Group is 52.89 percent (100.00% —47.11% = 52.89%). Because the Proxy Group debt ratio

4! The computation of RUCO’s 7.69 percent market risk premium is presented in Schedule JAC-4 (Page 2 of 2).
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exceeds that proposed by the Company, the Proxy Group is more highly leveraged and,
thus, has greater exposure to financial risk than does TEP. Equity investors require
compensation for exposure to financial risk, and for this reason it is necessary to make a
downward adjustment to the equity cost rate in recognition of TEP having less exposure to
financial risk than the Proxy Group. RUCO makes this downward equity cost adjustment

by means of a Hamada risk adjustment.

Q. What is the premise of the Hamada formula?

A. The Hamada formula can be used to analyze changes in a firm’s cost of capital as it adds or
reduces financial leverage, or debt, in its capital structure by starting with an “unlevered”
beta and then “relevering” the beta at different debt ratios. As leverage increases, equity
investors bear increasing amounts of risk, leading to higher betas. Before the effects of
financial leverage can be accounted for, however, the effects of leverage must first be
removed, which is accomplished through the Hamada formula. The Hamada formula to
unlever beta is stated as follows:

Hamada Formula

ﬁU = ﬁL D
ira-1 Q)

where: Bu = unlevered beta (or “asset” beta)
PL = average levered beta of proxy group
Tc= corporate tax rate

D = book value of debt

E = book value of equity

=30-
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Using this equation, the beta for the firm can be unlevered, and then “relevered” based on

various debt ratios (by rearranging this equation to solve for ).

Q. Please explain the methodology employed by RUCO to make this downward equity
cost adjustment.

A. RUCO’s Hamada risk adjustment is presented in Schedule JAC-4 (Page 4 of 4). As shown,
Lines 1-8 present the inputs and steps taken to “unlever” the 0.87 Proxy Group beta to a
level 0f' 0.47, and Lines 9-12 present the steps taken to “relever” beta at different debt levels
for purposes of modeling. As shown, utilizing the Hamada formula a downward adjustment
to the 9.51 percent CAPM-derived equity cost rate at the Proxy Group Debt Ratio (i.e.,
52.89%) equates to a risk-adjusted 8.88 percent CAPM equity cost rate at the Company
proposed Debt Ratio (i.e., 45.68%).

Q. In Direct testimony does Ms. Bulkley state that she believes her Proxy Group
companies are “comparable” to TEP?
A. Not exactly. Ms. Bulkley characterizes the companies in her Proxy Group as being,

“generally comparable to TEP.”*?

Q. In Direct testimony, does Ms. Bulkley acknowledge that TEP has less exposure to
financial risk than do her Proxy Group companies?
A. No, to the contrary, Ms. Bulkley states that TEP faces greater exposure to financial risk than

her Proxy Group companies.*

2 Bulkley Direct, p. 5.
4 Bulkley Direct, p. 6, line 18.
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Q.
A.

IX.

What did RUCO conclude the overall CAPM cost of equity to be?

RUCO’s cost of common equity recommendations are presented in Schedule JAC-2 (Page
1 of 1). As shown, RUCO gives recognition to both the 9.51 percent (CAPM at Proxy Debt
Ratio) and the 8.88 percent Hamada CAPM (at Company-proposed Debt Ratio). Thus,
RUCO’s CAPM estimates lie within the range, 8.88% to 9.51%, for a midpoint estimate of

9.20 percent.

RUCO RESPONSE TO COMPANY’S COST OF CAPITAL WITNESS MS. ANN E.
BULKLEY
Have you reviewed the cost of capital testimony of TEP witness, Ms. Ann E. Bulkley?

Yes, I have.

Briefly summarize Ms. Bulkley’s cost of equity estimation methodology and
recommendations.

Based on her analyses, Ms. Bulkley determined that TEP’s cost of equity lies within a range
of 7.98 percent to 11.89 percent, and recommends that TEP be authorized a 10.25 percent
ROE in this proceeding. Ms. Bulkley obtains cost of equity estimates for her proxy group
of companies from (i) the Constant Growth DCF model, (i1) the CAPM, (iii) the ECAPM,
and (iv) a Bond Yield Plus Risk Premium methodology. The following briefly summarizes
the range of estimates obtained from each of the cost of equity estimation models employed

by Ms. Bulkley:
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Low High Midpoint
Constant Growth DCF 7.98 % 10.33 % 9.16 %
CAPM 10.04 % 11.63 % 10.84 %
ECAPM 10.70 % 11.89 % 11.30 %
Bond Yield Plus Risk Premium 9.68 % 10.22 % 9.95 %
Average with ECAPM 9.60 % 11.41 % 10.31 %
Average without ECAPM 9.23 % 10.73 % 9.98 %

As shown, the highest equity cost estimates obtained by Ms. Bulkley were from the
ECAPM. By excluding the ECAPM results obtained by Ms. Bulkley, the average low falls
by 37 basis points (9.60% - 9.23% = 0.37%), the average high falls by 68 basis points
(11.41% - 10.73% = 0.68%), and the average midpoint by 33 basis points (10.31% - 9.98%
=0.33%).

What is the ECAPM formula, and how does it differ from the CAPM formula?
As shown below, the CAPM computes the cost of equity (K) by adding the risk-free rate

(Ry) to the quantity, beta coefficient (f) x market risk premium (Rm — Rf):

K = Rf + B(Rm —Rf)

In contrast, the ECAPM formula is a modification to the CAPM, assigning a 75.0 percent
weight to the results obtained from the CAPM, and adjusting the CAPM result by weighting

25.0 percent of the ROE result as if the beta of the proxy group was 1.0, as shown below:

K = Rf + 0.758(Rm — Rf) + 0.25(Rm — Rf)

Effectively, the above adjustment made to the CAPM is equivalent to replacing 25% of Ms.

Bulkley’s proxy group with companies having the same risk (beta of 1.0) as the market.
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Regulated utilities such as TEP are less risky than competitive firms having a 1.0 market
beta, and the ECAPM results obtained by Ms. Bulkley compensate shareholders with higher

returns that reflect non-utility risk.

In support of her ECAPM analysis, Ms. Bulkley states that “the ECAPM is not
redundant with the use of adjusted Betas.”* Does RUCO agree with Ms. Bulkley on
this point?

No. In her CAPM and ECAPM analyses, Ms. Bulkley utilizes upwardly adjusted betas from
Value Line and Bloomberg. While use of upwardly adjusted betas in the CAPM is
appropriate, their use in the ECAPM is inappropriate as they further serve to overstate the
cost of equity, particularly when considering that the 1.0 market beta is assigned a 25.00
percent weight in her ECAPM analysis. As noted, Ms. Bulkley obtained her highest equity
cost estimates from the ECAPM, and a comparison of the midpoint estimates obtained from
Ms. Bulkley’s CAPM (10.84%) and ECAPM (11.30%) analysis shows that the ECAPM
midpoint exceeded that of the CAPM midpoint by 46 basis points (11.30% - 10.84% =
0.46%). While the lion’s share of this cost differential is attributable to the ECAPM
assigning a 25.00 percent weight to the 1.0 market beta, a portion is attributable to use of
higher, upwardly adjusted betas assigned a 75.00 percent weight, thereby making their use

in the ECAPM, “‘redundant.”

To what authority does Ms. Bulkley cite as support for employing estimates obtained
from the ECAPM?

Ms. Bulkley cites a book authored by Dr. Roger A. Morin, entitled New Regulatory

Finance.®

4 Bulkley Direct, p. 50.
4 Bulkley Direct, p. 50, Footnote 61. The citation reads: Roger A. Morin, New Regulatory Finance, Public Utilities
Reports, Inc., 2006, at 189.
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Q.

XIL.

In the above cited book, is there reason to believe that the ECAPM is not a mainstream
model generally embraced by the financial community?
Yes, as Dr. Morin discusses the ECAPM in a chapter entitled, “Alternative Asset Pricing

Models,” suggesting that he was aware it was not a mainstream method.

FAIR VALUE RATE OF RETURN

What Fair Value Rate of Return (“FVROR?”) does TEP propose in this proceeding?
The Company proposes a FVROR of 5.20 percent. The FVROR proposed by TEP
incorporates a 0.66 percent Fair Value Increment (“FVI”) cost rate, as recommended by Ms.

Bulkley.*

Does RUCO believe the Company should be authorized a return on the FVI in this
proceeding?

No. It is RUCO’s position that a return on the FVI is inappropriate, as it provides
shareholders with a return on non-investor supplied capital. To the extent the Commission
believes it appropriate to provide for a return on TEP’s FVI as a policy matter, it is RUCO’s
position that a downward adjustment be made to the Company’s authorized ROE in
recognition that a return on FVI mitigates risk. As support, RUCO cites to Commission
Decision No. 77956, issued in a recent Arizona Water Company rate docket, wherein the

Commission ruled as follows:

“Based on the circumstances in this case, we find that a return on FVI of
0.20 percent is appropriate and we will adopt it. By allowing a return on
FVI, AWC is provided with additional revenue and cash flow which reduces
the Company's overall risk. As a result, we find it reasonable and
appropriate to lower AWC's COE by 20 basis points, to 9.00 percent, to
reflect the reduced risk afforded by the return on FVL.”

4 Bulkley Direct, p. 3.
47 Decision No. 77956 (dated April 15, 2021) issued in Docket No. W-01445A-19-0278.
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Q.
A.

Q.
A.

What FVYROR does RUCO recommend for TEP in this proceeding?
As shown in Schedule JAC-1 (Page 2 of 2), RUCO recommends a FVROR of 4.66 percent,

based upon a 0.00 percent FVI cost rate.

Did RUCO compute a fair value increment (“FVI”) cost rate for the Company?

No.

CONCLUSION AND RECOMMENDATIONS
Please summarize RUCQO’s cost of capital recommendations in this proceeding.

RUCO recommends that the Commission adopt the following:

1) A capital structure comprised of 45.68 percent long-term debt and 54.32
percent common equity;

2) A 3.82 percent cost of long-term debt;

3) A cost of common equity of 9.20 percent;

4) An overall rate of return of 6.74 percent;

5) A fair value increment cost rate of 0.0 percent; and
6) A fair value rate of return of 4.66 percent.

Does this conclude your direct testimony?

Yes, it does.
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Attachment 1

John A. Cassidy, CRRA

EDUCATION
Arizona State University -- Master of Business Administration-Finance (May 1987)
University of Arizona -- Master of Library Science {(August 1980)
Arizona State University -- B.A. History, Latin American Studies (May 1976)
EXPERIENCE

Public Utllities Analyst V — Residential Utility Consumer Office (RUCO), Phoenix, AZ (July 2015-Present)
Public Utilities Analyst |Il -- Arizona Corporation Commission, Phoenix, AZ (March 2013-July 2015)
Public Utilities Analyst I -- Arizona Corporation Commission, Phoenix, AZ (May 2012-March 2013)
Public Utility Consultant - Arizona Corporation Commission, Phoenix, AZ{Jan. 2012-May 2012)
Regulatory Utility Consultant — Self-Employed, Tempe, AZ (2009-2010)

e Assisted in the preparation of testimony filed by the Residential Utility Consumer Office (RUCQO)
in the Litchfield Park W/WW rate case (Docket No. SW-01428A-09-0103, et al)

Regulatory Utility Consultant — Self-Employed, Tempe, AZ (2007-2008)

e Filed formal cost of capital testimony/schedules on behalf of intervener, Anthem Town Council,
and testifled at evidentiary hearing in the Arizona-American Water Co., Anthem Water and
Anthem/Agua Fria WW rate case (Docket No. WS-01303A-06-0403)

Utilities Auditor Il -- Arizona Carporation Commission, Phoenix, AZ (Aug. 1993-Nov. 1997)
PROFESSIONAL DEVELOPMENT
Certified Rate of Return Analyst (CRRA) (May 2016)
National Association of State Utility Consumer Advocates (NASUCA), Portland OR  (June 2020)

Annual Regulatory Studies Program (“Camp NARUC”), Institute of Public Utilities, Michigan State
University, East Lansing, Ml (August 4-15, 2014)

Annual Financial Forum, Society of Utility and Regulatory Financial Analysts (SURFA)
Indianapolis, IN (April 2013 and April 2016); New Orleans, LA {April 2017 and April
2019); Richmond, VA (April 2022)

NARUC Utility Rate School, San Diego, CA (May 13-17, 2013)
HONORS

CPA Candidate - Passed the CPA exam (1997), but opted not to pursue certification
Beta Gamma Sigma - National Honor Society in Business Administration



Rate Dockets Testified - Cost of Capital:

Tucson Electric Power Company

Liberty Utilities (Gold Canyon Sewer)
Southwest Gas Corporation

EPCOR Water Arizona - San Tan

Global Water Utilities

EPCOR Water Arizona, Inc.

Arizona Water Company — Western Group
Arizona Public Service Company

Liberty Utilities (Black Mountain Sewer)
Southwest Gas Corporation

Tucson Electric Power Company

Arizona Water Company — Northern Group
EPCOR Water Arizona, inc.

Liberty Utilities (Litchfield Park Service Co.)
Pima Water Company

Arizona Public Service Company

EPCOR Water Arizona, Inc.

Southwest Gas Corporation

Liberty Utilities (Bella Vista W / Rio Rico W/WW)
Arizona Water Company

Liberty Utilities (Black Mountain Sewer)
Quail Creek Water Company

EPCOR Water Arizona

Utility Source, L.L.C.

Verde Santa Fe Wastewater Company
Chaparral City Water Company

Payson Water Company

Lago Del Oro Water Company

Las Quintas Serenas Water Company

Docket No. E-01933A-22-0107

Docket Nos. SW-02519A-21-0326, et al.
Docket No. G-01551A-21-0368

Docket No. WS-02987A-20-0025
Docket Nos. SW-20445A-20-0214, et al,
Docket No. WS-01303A-20-0177
Docket No. W-01445A-19-0278

Docket No. E-01345A-19-0236

Docket No. SW-02361A-19-0139
Docket No. G-01551A-19-0055

Docket No. E-01933A-19-0028

Docket No. W-01445A-18-0164

Docket No. WS-01303A-17-0257, et al.
Docket No. SW-01428A-17-0058, et al.
Docket No. W-02199A-16-0421, et al.
Docket No. E-01345A-16-0036

Docket No, WS-01303A-16-0145
Docket No. G-01551A-16-0107

Docket Nos. W-02465A-15-0367, et al.
Docket No. W-01445A-15-0277

Docket Nos, SW-02361A-15-0206, et al.
Docket No. W-02514A-14-0343

Docket No. WS-01303A-14-0010
Docket No, WS-04235A-13-0331
Docket No. SW-03437A-13-0292
Docket No. W-02113A-13-0118

Docket No. W-03514A-13-0111

Docket No. W-01944A-13-0215

Docket No. W-01583A-13-0117



Litchfield Park Service Company Docket Nos. SW-01428A-13-0042, et al,

Adaman Mutual Water Company Docket No. W-01997A-12-0501

Global Water Utllities Docket Nos. W-01212A-12-0309, et al.
New River Utility Company Docket No. W-01737A-12-0478
Arizona Water Company Docket No. W-01445A-12-0348

Far West Water & Sewer, Inc. Docket No. WS-03478A-12-0307
Cordes Lakes Water Company Docket No. W-02060A-12-0356

Rio Rico Utilities, Inc. Docket No. WS-02676A-12-0196

Ray Water Company Docket No. W-01380A-12-0254

Vail Water Company Docket No. W-01651B-12-0339

Valley Water Company Docket No. W-01412A-12-0195
Arizona Water Company Docket No. W-01445A-11-0310

Pima Utility Company Docket Nos, W-02199A-11-0329, et al.

Rate Dockets Testified - Revenue Reguireme ate Design:

Pima Water Company Docket No. W-02199A-16-0421, et al.
Arizona Water Company Docket No. W-01445A-15-0277
Quail Creek Water Company Docket No. W-02514A-14-0343
Beaver Dam Water Company Docket No. W-03067A-12-0232
Eden Water Company Docket No. W-02068A-11-0471
Creat Prairie Qasis, dba Sunland Water Co. Docket No. W-04015A-12-0051

Financing Dockets - Responsible for ACC Staff Report:

Arizona Public Service Company Docket No. E-01345A-11-0423
Tucson Electric Power Company Docket No. E-01933A-12-0176
Chaparral City Water Company Docket No. W-02113A-13-0047
Payson Water Company Docket No. W-03514A-13-0142
Lago Del Oro Water Company Docket No. W-01944A-13-0242
Duncan Valley Electric Cooperative, Inc. Docket No. E-01703A-13-0272

Sulphur Springs Valley Electric Cooperative, Inc. Docket No. E-01575A-12-0457



Trico Electric Cooperative, inc. Docket No. E-01461A-12-0056
Great Prairie Oasis, dba Sunland Water Co, Docket No. W-04015A-12-0050
Columbus Electric Cooperative, Inc. Docket No. E-01851A-11-0415

Pima Utility Company Daocket Nos. W-02199A-11-0403, et al,
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H 80 A1 83 80 M 22 88 87 L 117 1.04] 103 | 113 109 113 Vaiue\Line Relative P/E Ratlo 1.00
33 | 81% | 41% | 67% | 46% | 43% | 41% | 37% | 35% | 36% | 3.2% | 1% | 3.2% | 29% | 29% | 29% Salfain Avg Ann'I DIv'd Yield 3.7%
CAPITAL STRUCTURE as of 9/30/22 30845 | 32766 | 3350,3 | 3253.6 | 3320.0 | 3382.2 {38345 | 3647.7 | 3416.0 | 3669.0 | 4700 | 4250 |Revenues ($mil) 4700
Total Debt §8611 mill. Duein§Y¥rs$2126mil. | 3378 | 3821 | 5657 | 3009 | 3840 | 4661 | 5223 | 5674 | 6240 €740| 700 745 |Net Profit ($mit) 885
&m‘*;s‘;’;n";{: s TR $272 mil 21.5% | 124% | 10.1% | 153% | 184% | 12.5% | 84% | 108% | 108% | NMF | 40% | 4.0% [Income Tax Rate 4.0%
e R 6.5% | B8.1% | 88% | 4% | 16.3% [ 10.7% | 14.5% [ 16.3% | 88% | 8.7% | 40% | 50% |AFUDC % toNet Profit 6.0%
Leases, Uncapitalized Annual rentals $2 mil. 48.4% | 46.1% | 49.7% | 47.3% | 51.5% | 47.8% | 52.3% | 50.6% | 535% | 52.9% | 54.5% | 64.0% |Long-Term Dabt Ralio 55.0%
48.4% | 50.8% | A7.5% | 50.0% | 46.1% | 40.8% | 45.7% | 47.6% | 44.9% | 47.1% | 45.5% | 46.0% |Common Equlty Ralio 45.0%
Penslon Asseis-12/21 $1011 mil, 64766 | B461.0 | 72572 | 74463 | 83776 | 63928 | 10032 | 10038 | 12657 | 12725 | 13875 | 14425 | Total Capital (§mill 17100
S Oblig $1254 mill. | 7638, | 7147,3 | 64420 | 89702 | 98099 | 10798 | 12462 | 13527 | 14396 | 14987 | 16025 | 17075 |Net Plant (§mill 20300
B.3% | 7.0% | 65% | 63% | 56% | 6.7% | 63% | 63%  59% | 63%| 6.0%| 60% |Return on Total Cap'l 6.5%
Common Stock 251,021,830 ghs. 10.4% | 11.0% | 108% | 100% | 9.6% | 10.6% [ 109% | 105% | 10.8% | 11.3% | 14.0% | 14.5% [Return on Shr. Equity | 11.5%
10.3% | 11.3% | 11.2% | 10.2% | 9.7% | 10.9% | 11.2% [ 10.7% | 10.8% | 11.0% | 11.0% | 11.5% |Retura on Com Equity €| 11.5%
MARKET CAP: $14.0 billion (Large Cap) 39% | 49% | 48% | 38% | 28% | 40% | 44% | £2% | 42% | 43% | 45% | 4.5% |Retalned to Com Eg 4.5%
ELECTRIC OPERATING STATISTICS B4% | 57% | ©60% | 66% | 72% | 64% | 62% | 61% | 62% | 62% | 61% | 67% [All Divids to Net Prof 61%
% Pl Sces (V) 20213 Z%Zg “_?321? BUSINE_SS: Alliant Energy Corporation (formerly Intorstate Enorgy)  28%; wholesale, 8%; other, 2%, Generaling sources: coal, 32%;
fivg ndist, Usa 1uv.|&m 11448 11134  NA | is a holding company formed through the merger of WPL Holdings, gas, 32%; wind, 16%; olhar, 1%; purchased, 18%. Fusl costs: 25%
Ay, Inclast, Res, oer KWH g} 698 755 7.64 | [ES Indusiries, and Interstate Powor, Supplles electriclty to 985,000  of revs, '21 reported deprec. rates: 2.9%-6.1%. Has 3,300 employ-
s mﬁaﬂmﬁw 56N2‘E\i 54%2 5 4%‘; customers and gas to 425,000 customers In Wisconsin, lowa, and  ess, Chairman, President & CEO: John O. Larsen. Inc.: Wisconsin.
Anal Lood Fackor ) NA NA  NA | Minnesota. Electric revenue by state: W, 43%; 1A, 56%. MN, 1%, Address: 4902 N. Bilmore Lane, Madison, Wisconsin 53718-2148.
3% Change Gustomers {jr-end) +.6 +8 +.8 | Elsclrlc revenue: residential, 36%; commercial, 25%; indusirial, Tel.: 608-458-3311. Inlemet: www.alllanlenergy.com.
Ftg g ot %) 965 251 o590 | Alliant Energy came up a bit shoxt in power for more than 180,000 homes at

| the September quarter. Indeed, on a times when sun- and wind-power genera-
3&?#&?@;1}?5 15%::_ m‘ Es:‘,du‘.;.%m reported basis, the Wisconsin-based elec- tion is inadequate.
-5%  45% | tric utility earned $0.90 a share in the pe- The Inflation Reduction Act (IRA)

Revenues -1.

Ecaslh Flow” "}'%?2, E-g,‘i’; g-g‘iﬁ riod, down 12% year over year, even as that was signed into law in mid-
e 65% 65% 604 | overall revenue rose 11%, to nearly $1.14 August is expected to be a big benefit.
Book Value 55% 70% 50% | billion, Weighing on EPS was, among As we understand it, new financing op-

other things, a one-time charge below the tions under the TRA will enable Alliant
aﬁzr mmrj;:f Eﬂhyﬁmgfgg‘%ﬂwm E:lr operating line (included in our estimates). Energy to take full ownership of 12 solar-
2010 | 8872 7902 8902 8804 | 36475| [Notably, Alliant wrote down the value of power farms that it currently shares with
200 | 918~ 783 920" ai7 | a4igo| tex assets on ils balance sheet after Iowa’s several investment partners. According to
2021 | 901 817 1024 927 | ageal Department of Revenue announced a re- a receni report, the transition could save
2022 {1088 943 1135 954 | 4100 | duction in state levies on corporate income the utility and its customers upwards of
2023 1100 925 1175 1050 | 4250 | beginning next year., That said, operating $138 million,
Cak EARNINGS PER SHARE » Fan | Conditions remained generally favorable, Shares of Alliant Energy are ranked 4
Mar.31 Jun.30 Sep.30 Dec31| Year with warmer—than—nqrmal weather driving (Below Average) for relative year-
2019 53 m W 46| o3 increased air-conditioner and electricity ahead price performance. At the recent
2020 7 54 94 26| 247| use across Alliant’s three-state footprint. quotation, we think that buy-and-hold in-
2021 o 57 102 35| oes| The utility’s investment roadmap in- vestors will also do better elsewhere,
2090 77 68 80 40| 27| cludes a notable amount of energy Notably, at 3.2%, the dividend yield ig be-
2029 80 .65 105 45| 295 storage. In late September, Alliant filed a low both the utility average and less-risky
Cal- | QUARTERLYDIVIDENDSPADE wt | Full plan _with the Public Service Commission returns offered by United States
ondar |Mar31 Jun30 Sepd0 Decdi| Year | Of Wisconsin, calling for the addition of Treasuries. Prospects over the next 18
2018 | 335 335 336 335 | 184 176 megawatts of battery storage in the months and the 3- to b-year period are
2019 | 355 355 355 55 | 14| state. Specifically, the facilities would be also subpar. Like many electric utility is-
2020 | 38 88 a8 38 | 450 | located in Grant and Wood counties, sues, the recent guotation is within our
0021 | 4025 4025 4095 4o25| 161 | alongside two previously-approved solar 2025-2027 Target Price Range.

endar

9002 | 4975 4976 4075 4975 arrays. Importantly, they'd provide bridge Nils C. Van Liew December 9, 2022
Sﬂ} Diluted EPS. Exel. nonracuring losses: "1, | May, nﬁ and Nov. = Dividend relnvestment | base: Orig, cost, Rates all'd on com. 8. In 1A | Com nx's Financial Strength A
¢ 12, 8¢. 20 & '21 EPS don'l sum due lo | plan avail. T Shareholder investment plan avall, | In '20: various; In Wl In '22: 10%; eamed on | Stock's Price Stabllity 95
rourding. Next eamings report due lato Feb. Et;) Incl, deferrec charges. In '21: $1,980 mill,, | avg, com, eq., '21: 11.3%. Regulatory Climale: | Price Growth Perslsience 70
{B) Dividends historically paid in mid-Feb, | $7.91/sh, (D) In milions, adj. for split. (E) Rate | Wisconsin, Above Average; lowa, Average, Earnings Predictablilty 95
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HECEHT Trailing; 220} |RELATIVE DD 0
AMEREN NYSE-AEE 87 94 RATIO 20 B(Mediﬁ 190/ | PfE RATIO 1.28 2 8/0%:
: 353 373/ 48, : ; : 1 ;
meLhess 4 ez | fgr | 3] 23] 33 ;s.; e8] s3] s3] me B3] %3] B3] %3 5035, 20se (a0
R
— 35,70 x Dividends p sh

TECHNICAL 4 Lowered 1202 dived by fntepost Ralo 160

v + Relative Price Srergth 120

BETA .85 {1.00=Market) fong Vo8 e 20

18-Month Target Price Range i IR MG TR 2 80

Low-High  Midpoint (% to Mid) o P s s o

s N [LLEREL !
$81-§120  $105 (20%) i W ..u....--u"""""“"‘"“""' 40
A Toal g P [ _. “
Price Galn  Retumn |, vt e eartett b 20
Institutional Declslons %Tm%ﬁm“ﬂ:ﬁ
!

D ey 0 w Rk

1S 262 257 274 | yraded 10 : ay. 127 358 |

HIfs{o0) 200507 201631 204282 6yr. 485 456
2006 | 2007 | 2008 | 2009 | 2010 | 2011 [ 2012 {2013 [2014 (2015 [2016 [2017 |2018 |2019 [2020 | 2021 | 2022 [2023 | ©VALUELINE PUB, L[C[25-27

3330 | 3623 | 3692 2087 31.77| 31.04| 2814 | 2406 | 2495 | 2513 | 2504 | 2546 | 2672 | 2400 | 2287 | 2481 | 27.25| 28.10 |Revenues persh 30.00

602| 676] 644)| 6065| 633) 587 58| 525 6577| 608| 659 | 880 764 | 783 | 808 B88%| 650] 005 ["Cash Flow” persh 11.75
2661 298| @288 278| 277 247 241 | 210| 240 238 268 27| 0332| 335 350| 384| 410| 435 |Earnings persh A §.25
254| 254| 254| 1B4| 154 158| 160| 160| 161 186 172 | 178 185| 182| 200| 220| 236| 252 |DivdDecl'dpersh Bm 310
~480| 6%6[ 975| 7&1| 466| 450| 549 G5.B7 | 7.66| 82| 878 | 005| 96| 982 | 1502 1367| 1290 1255 Cap'l Spending per sh 13,00 |

3186 | 3241 32.80| 3308 3215 3284| 27.27| 2637 | 2767 | 2863 | 2027 | 2061 | 3121 | 3273 | 3529 | 3784 | 4020 | 42.90 |Book Valus per sh © 51.25

20660 | 208.30°| Z72.30 | 237.40 | 240.40 | D42.60 | 242.63 | 24263 | 242.69 | 2472.63 | 24263 | 24263 | 24450 | 246.20 | 253.30 | 257.70 | 262.50 | 267.00 | Comman Shs Outst'g © | 280,00

194 174 142 9.3 87| 18| 134 165| 167| 175 183 [ 206| 83| 221 | 222 214 | Boid figres are |Avg Ann'I PJE Ratlo 178
1.06 82 B8 62 52 75 85 83 88 48 86| 1.04 89| 118 | 114| 114 |Vekellne  |Relalive P/E Ratlo 85
49% | 49% | 62% | 60% | 58% | 63% | 50% | 48% | 40% | 40% | 95% | 31% | 30% | 26% | 26% | 27% Eeaics Avy Ann'l Div'd Yield 3.4%

CAPITAL STRUCTURE as of 9/30/22 6828.0 | 5838.0 | B053.0 | 6098.0 | 60780 | 6177.0 | 6291.0 | 58100 | £794.0 | 6394.0 | 7150 | 7500 |Revenues ($mill) 8400
Total Debt §14798 mill, Due In § Yrs $3446 mil, 589.0 | 518.0 | 593.0 | 5850 | 659.0 | 683.0 | 821.0 | 8340 | 877.0 | 9950 | 1075| 1185 |Net Profit ($mill) 1455

{ﬂ’f;&gﬁgﬂ'& &F'"“’“'*m el 36.5% | 37.5% | 98.8% | 38.3% | 96.7% | 98.2% | 224% | 17.8% | 15.0% | 18.6% | 12.0% | 120% Income Tax Rate 120%

Penslon Assets 12721 $6745 il 6% | 7.4% | 57% | 51% | 41% | 56% | 69% | 58% | 55% | 60%| 6.0%| 50% |AFUDC%toNetProl | 40%

Oblig $5457 mill. | 49.5% | 45.2% | 47.2% | 49.3% | 47.7% [ 49.2% | 50.3% | 52.1% | 85.0% | 66.1% | 55.5% | 63.5% [Long-Term Debt Ratio | 51.0%

Ptd Stock $120 mill.  Pfd Div'd $5 mill, 494% | 53.7% | 51.7% | 49.7% | 61.3% | 48.8% | 48.8% | 47.0% | 44.3% | 43.3% | 44.0% | 46.0% |Common Equity Rafio 48.5%
807,595 sh, $3,50 to $5.50 Wm-{“q par), $100 12384 | 12180 | 12976 | 13968 | 13840 | 14420 | 15632 | 17116 | 20158 | 22391 | 23900 | 24950 (Total Capital (Smill) 29500
it b g,%%gf*”lc"s“-ﬁgfﬂs 16096 | 16206 | 17424 | 16799 | 20113 | 21466 | 22610 | 24876 | 26807 | 20261 | 31225 | 39050 Net Plant (Smll) 38400
$104.30%6h, T 60% | 50% | 58% | 5% | 6.0% | 60% | 64% | 60% | 53%| 5.3%| 65%| 55% [RewrnonTolalCapl | 6.0%
Common Stock 258,522,169 sfs. 87% | 7.7% | 87% | 83% | 9.4% | 9.0% [106% | 102% | 97% | 10.1% | 10.0% | 10.0% [RetunonShr. Equy | 10.0%
as of 10/31/22 88% | 78% | 87% | 83% | 9.2% | 94% | 10.7% | 103% | 97% | 10.2% | 10.0% | 10.0% |Returnon Com Equity E| 10.0%
MARKET CAP: §23 billlon (Large Cap) 0% | 19% | 26% | 26% | 33% | 04% | 48% | 44% | 42% | 44% | 45% | 4.5% |RetainedtoCom Eq 0%
ELECTRIC OPERATING STATISTICS 66% | T6% | 67% | TO% | OB4% | B4% | 56% | 67% | G7% | 57% | 58% | 58% |AllDiv'ds to Net Prof 60%

el Suis (FAH) 2_%'2 2_0523 “:.22'1' BUSINESS: Ameren Corporation is a holding company formed erating sources: coal, 73%; nuclsar, 11%; hydro & other, 9%; pur-
% [;ﬂ% NA NA NA | through the merger of Unlon Elaciric and CIPSCO. Has 1.2 million  chased, 7%, Fual costs: 26% of revenues, '21 reporied deproc.
ﬂw ndust, I:&' MHie) NA NA NA | electric and 127,000 gas customers In Missour; 1.2 million electic  rates: 3%-4%. Has 9,100 employees. Chairman: Warner L. Baxler.

%g% W " m Hg EQ and 813,000 gas customers in Ilfnois, Discontinued nonregulated  President & CEO: Martin J, Lyons, Jr, Inc.: Missouri. Address: One
Arcal Load Fackor NA NA NA | Power-generation cperalion in 13, Electic revenue broakdown: Ameren Plaze, 1901 Chouteau Ave., P.O. Box 66149, St. Louis,
% Changa Customers {y-ena) NA NA NA | residential, 49%; commarcial, 34%; industrial, 8%; other, 8%, Gen- MO 83166-6148, Tel.: 314-621-3222. Internet: www.ameren.com,
Fid Char Cov. {8} a07 291 ao5 | Ameren reported in-line results for cludes a 6% to 8% compounded annual
ANNUALRATES Past  Past Estdig'2j| the SeFtember quarter. Earnings per growth rate for earnings from 2022
ofchengo fporsh)  10¥rs,  §¥rs, to'25'27 | share of $1.74 were a penny higher than through 2026. This should be driven pri-
Revenues -25% -1.0% 40% | our estimate and 5% greater than the marily by strong rate base growth and in-
E%?flh Fslow" gg& ?g‘%g Egﬁ‘}, year-ago tally. Earnings at Ameren Mis- frastructure investment. It expects divi-
BRidoge. 3.0% 40% 70% | souri, the largest segment, bensfited from dend growth to be in line with long-term
Book Value 10% 45% 65% | bigher electric service rates. This was par- earnings growth and is planning for a pay-

Cal- | QUARTERLY REVENUES [§ mill) 2 tially offset by higher operations and out ratio range of 55%1;0_ 70%. .
endar |Mar31 Jund0 Sep.30 Dec.3i| vear maintenance expenses derived from unfa- Business investment is paying l?ff. At

2019 | 1556 1578 1659 1316 15910 vorable market returns and company- Ameren Missouri, the company estimates

2000 | 1440 1308 1628 1308 |5794 | owned life insurance investments. Earn- that over 6.5 million minutes of customer

2001 | 1566 1472 1817 1545 |e3n4 | ings at the three remaining business seg- outages have been avoided in 2022 due to

2022 | 1879 1726 2306 1239 |7s50 | ments were solid, primarily due to in- recent infrastructure investments. Mean-

2023 | 1900 1700 2100 1800 | 7500 | creased investments in infrastructure, while, the Inflation Reduction Act (IRA)

Cal- EARNINGS PER SHARE A Full The com]:ll)any's gllldﬂ]'l('rﬂ has im- was enacted in Augusb, and is desig‘ned to
endar |Mar31 Jun30 Sep.J0 Dec3t| Year | Proved a bit. Due to strong execution, help reduce the cost of the clean energy

2019 7 2 147 38 | 335 management narrowed the 2022 earnings transition. It provides tax credits for wind,

2000 | 59 98 147 45 | 35| guidance to a range of $4.00 to $4.15 per solar, and nuclear energy centers, as well

202 | 91 80 185 48 | 384 | share. This compares to the initial guid- as energy storage, carbon capture utiliza-

202 | 97 80 174 .59 | 470| ance range of $3.95 to $4.15 per share. Im- tion and hydrogen development. The in-

2023 | 100 .90 180 .65 | 4.5 portﬂn?y, the yﬂmﬁtﬁ-data benefits it has centives ind the IE{A fa]ign well with the

& B seen from weather and higher-than- companywide goal of reaching net zero

Eﬁfé, ng;:nﬁgwgngﬂmu;%m n'::;: expected 30-year Treasury rates are most- carbon emissions by 2045. . .

2018 | 4575 4§75 4575 A5 | 185 ly being offset by the aforementioned The dividend yield of this high-

2019 | 475 475 475 495 | 192 company-owned life insurance investment quality stock is below the wutility

2000 | 495 495 495 515 | 200| performance, as well as higher than ex- mean. The recent price is within our

2021 [ 56 85 85 56 220 | pected short-term and long-term borrow- 2025-2027 Target Price Range.

2022 | 55 58 89 58 ing rates. The current five-year plan in- Kevin Downing December 9, 2022
(A) Diluted EPS, Exal, nonrec. gain (losses): | (B) Div'ds paid late Mer., June, Sept,, & Dec, ® | '22: elec. & gas, none specified; In IL: electrlc, | Company’s Financial Strength A
0, {52.19); 11, d(:i:m}. 12, m§$642} 1? {63¢); | Div'd reinvest. Ban aval, C}Incl marlg In | vares; in"21: 2&5,967% earned on avg, com. | Stock’s Price Stabllity 100
gain (loss from discontin ops.: 13, {92¢); '21: £6.60/sh. (D) In mill. (E} Rale base: Orig. | eq., '21: 10.6%. Regulatory Climata: Avar- Prlce Growih Persistence 85
15, 21¢. Next eamings report dus mid-Feb. | cost depr. Rate allowed on com. eq. in MG in | age; IL, Bolow Avarage. Earnings Predictablilt 95
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RECENT Tlalllng'i ; ) RELATIVE DD 0
AMERICAN ELEC. PWR. DOz |FiE 95.22 [i 196( remano 1,140 3.5%
THELINESS 3 Rasstvizz | 0% | 3”\ 0| 4in| 48| B3| 8| sva| exr| 25|67 73| %3 T e P
SAFETY 1 mased st .
TECHNICAL 2 Lowered firfoz2 wded hg dlg;og;;ﬂg;gs o
BETA 76 (1.00 = Market) Ogu s
hadsd arsa fndicales recession i TRRRRI, SRy
18-Month Target Price Range il —— 100
Low-High  Midpolnt (% to Nld) e — WPF" 80
$80-5127  $108 (15%) = PP AT L 2 o
(202527 PROJECTIONS |-t E i
gyl en b
Prics  Galn " Ratun [bor] eyt e ——— 0
[Iogvr }& h(‘ﬁ%] Tray LR SO oargs?™ Y v pant#T o P [ 25
o
Instltutional Decisions %TOT;H%E:UH“E%
h! mg?é Eﬂg 8-062&2: ;?;f:;t -'?'; T tyr, 667 84 [T
475 521 490 | hmded  § y, 75 %3 [
msmsaastsa 385400 384675 by 267 468
2006 | 2007 | 2008 | 2009 | 2010 [ 2011 [2012 | 2013 |2014 (2015 (2016 [2017 [2018 [2019 |2020 [2021 | 2022 | 2023 | ©VALUE LINE PUB, LLC
8182 | 3341 656 2022[ 3001| 3127 5077 [ 148 | aaze| 2351 | 9331 | 3135 | 3284 | G149 | 90.04 | 3330 25.20| 9595 Revenues persh
667| 680 684 632| 620 683 682| T02| 77| 788 847 | 795 877| 935 | 10.28| 1088 | 1150 | 71.95 “CashFlow” persh 14.00
286 | 286 299 287| 260| 33| 296| 348y 334 | 359 | 423 | 862 390 408 | 442| 486| 500| 535 Eamlngspersh A 6.50
150} 158 164| 164| 179 185| 188 195| 203| 215| 227 23| 283 | 27 284 300| 397| 335 DivdDecl'dpershBet| 400
BBG| 880 983 ©6.d%| B5C7| 674| 645| 7.45| 068| 997 | Go8 | 10.79 | 1283 | 1243 | 1272| 1145 | 15.06| 74.15 |Cap'l Spending persh 14.00
2373 | 2517; 2633| 2749 2833 | 3033 | 3197 | 4298 | 3437 | 3644 | 3538 | 3717 | 3868 | 30.73 | 4138 | 4440 | 47.30| 50.30 |Book Value persh © 59.00
396,67 | 40043 | 406,07 | 478.05 | 480.81 | 48342 | 485,67 | 487.78 | 489,40 | 467.05 | 491.71 | A02.01 | 493,25 | 494.17 | 496,60 | 504.21 | 514.00 | 522.00 Common Shs Outst’y © | 545.00
129 183 131 100 134| 18| 138| 145 158| B8| 52| 193 180 214| 196 17.1 | Bowf ighres are |Avg Ann'l P/E Ratlo 17.0
10 87 78 &7 8 73 88 81 B4 80 B0 87 7 114 10 83| |Velugline  |Rplative P/E Ratlo 95
ad% | 34% | 42%| 55% | 49% | 50% | 46% | 42% | 38% | 88% | 35% | 34% | 86% | 3% | 33%( 35%| ™ lavgAwniDivdvie | 96%
CAPITAL STRUCTURE as of 9/30/22 14945 | 15357 | 17020 | 18453 | 16380 | 15425 | 16196 | 15561 | 14019 | 16792 | 18100 | 18600 |Revenues (Smil) 21600
Tola Debt $36349 mill, Due in 5 Yrs $12686 mill | 1443, | 15490 | 1634.0 | 17634 | 20736 | 17632 | 1523.8 | 20100 | 22001 | 2488.1 | 2560 | 2775 |Net Profit (Smilj 3565
T ST il merest S1007 L I™53.9% [ 362% | 976% | 35.0% | 260% | %a7% | 8% | T | 19% | 46% | 70% | 7.0% [ncome TaxRete 7.0%
MR farie aas. daat ant 2% | 7.3% | 90% | 11.0% | 80% | 80% | 10.7% | 127% | 07% | 7.8% | 7.0%| 70% [AFUDC%toNetProfit | 0%
(LT Interast earmed: 3.2x) B0.6% | 51.1% | 48.0% | 49.8% | 50.0% | 51.5% | 63.2% | 66.1% | 685% | 68.3% | 68.0% | 5B.0% [Long-Term Debt Ratio 57.5%
Leases, Uncapitalized Annual rentals $119.6 mill. | 40.4% | 48.0% | 51.0% | 50.2% | 50.0% | 48.5% | 46.8% [43.9% | 41.5% | 41.7% | 42.0% | 42.0% |Common Equity Ratlo 42.5%
Penslon Assets-12/21 $5352.9 mil. 30623 | 32913 | 33001 | 35633 | 34775 | 87707 | 40677 | 44750 | 49537 | 53734 | 47775 | 62950 |Total Caphal (Smil) 75900
— Oblig $5187.0mill. | 38763 | 40gg7 | 44117 | 46133 | 45630 | 50262 | 55099 | 60138 | 63902 | 66001 | 70850 | 74600 |Net Pant ($mil) 67300
61% | 6.0% | 63% | 61% | 7.2% ( 69% | 59% | §56% | 56% | 56% | 45% | 4.5% |Retum on Tolal Cap'l 5.5%
Common Stock 513,863,678 shs. O6% | 96% | 0% | 0.9% ) 11.9% | 08% | 109% | 105% | 10.7% | 11.1% | 11.0% | 10.5% |Return on Shr. Equity 11.0%
as of 10/27/22 96% | 96% | O.7% | 99% | 11.8% | 9.8% | 10.1% [108% | 10.7% [ 11.1% | 71.0% [ 10.5% [Relurn on Com Equity B | 11.0%
MARKET CAP: $48.9 billlon {Large Cap) 35% | 37% | 38% | 39% | 55% | 32% | 35% | 34% | 38% | 43%| 40%| 4.0% |RelainedtoComEq 45%
ELECTRIC OPERATING STATISTICS 63% | 62% | 61% | 60% | 54% | 67% | 65% | 67% 86% | B1% | 63% | 63% |All Div'ds to Net Prof 62%
%"‘ﬂmﬂe‘nl&ales{KWH] 20213 20“_’0 23323 BUSINES_S: American Electric Power Company Inc. {ﬁ.IEP}. through barge operation In "15, Generaling sources not available, Fual
Iy in g,uga{p,ma NA NA NA | 10 operating ufilities, serves 5.5 milifon customers in Arkansas, cosls: 33% ol revenues. '21 repored depreciation rates (ulility):
g cust, Hm:a ﬁd WH [#] NA  NA NA | Keniucky, Indlana, Loulsiana, Michigan, Chio, Oklahoma, Tennes-  2.6%-12.5%. Has 16,700 employges. Chalrman, President & CEO:
cp?'s@m m m ﬁg see, Texas, Virginla, & Wost Virginia. Has a bransmisslon subsidl-  Nicholas K. Akins, COO: Lisa Barton, Incorporated: New York, Ad-
Sl NA  NA NA | ary. Electio revenue breakdown: resldentlal, 43%: commercial, dress: 1 Riverside Plaza, Columbus, Ohlo 43215-2373. Talephene:
% Cheno G um;;ﬁwﬂj +3  #10 NA | 23%; industrial, 18%; wholesale, 10%; olher, 6%. Sold commerclal  614-716-1000. Intemel: www.aep.com.
Fired Chge v, 1% 234 243 272 | American Electric Power will soon to meet or exceed its full-year guid-
ANNUAL RATES Past Past Estd19-21 complete a divestiture, and the com- ance. American continues to realize
olcnmgetpetshl Y. 5Y¥s to'%'y | Pamy is interested in shedding other above-forecast, weather-normalized load
Revenue 5% -18% 35% | assets. ARP expects to raise $1.45 billion (the amount of electricity on the grid at
“Cth F'GW' "5% 5.0% gg";g from the sale of its Kentucky Power gub- any given time), which is now 2.6% above
Dlvbdands 5 g;}g gg& g0% | sidiary. The motivation for the sale is the pre-pandemic levels. Year to date, residen-
Book Value 40% 35% B6.0% | entitys ’E!lé:ckl of an adequa]l;e ﬁzug;f on tial, commercial, ang %udustgal saﬁes com-
equity. e last remaining hur ore parisons are up 3.8 and 5.5%,
eﬁg:. ua%ﬁ”fﬁg@:g%“g‘gﬂs1 5:;‘. the deal can go through is the approval of respectwely This compares to the compa-
2018 | 4056 3573 4315 3516 |iss61 | 20 application, which should be received ny’s 2.9% (revised upward from 1.6%)
2020 | 3747 3494 4086 3610 |i4918 | BY mid December. The transaction would retail sales forecast, for 2022. The company
200 | 4281 3896 4623 4061 |i67g2 | Phen close by early January. The company should continue to benefit from rate relief,
2022 | 4505 4640 6528 3341 |1810p | has also started accepting initial bids for increased investment in its transmission
2023 | 4800 4300 5150 4550 |18800 | its 1,600-megawatt portfolio of nonregu- business, and volume growth, Our $5.00
Cal EARNINGS PER SHARE A Full lated renewable-energy projects, either GAAP earnings estimate is within man-
endar |Mar31 Jund0 Sep.30 Dec.di| Year | Piecemeal or as a whole. Management is agement’s guidance (on a GAAP basis) of
2019 T 116 93 148 51 | 408 Pow moving on fo the due diligence pro- $4.97-35.07 a share. At the analyst day in
20 | 100 105 150 87 | 442 cess with select bidders. It expects the pro- early October, the company established its
o021 | 145 145 159 107 | 495| cess to close in the June quarter of 2023. 2023 earnings ger share guidance range at
2022 | 141 102 133 124 | 500| Meanwhile, the company is conducting a $5.19-$5.39 and the long-term bottom line
2023 | 130 125 175 105 | 535 st}r;atﬁgic review of the lretail Eﬁzsil}efss grﬁwtflll ra‘tie at{'.l 6%-’13:. — -

. Bx which it expects to complete in the first The dividend yield of this top-quality
ag:l:ar h?al:A:aT Eﬁ\;%lﬂg:ggﬁ II:M_;1 ;:;:. half of 2023. Following divestitures, AEP stock is at the utility average, Total re-
08 | 82 & 6 6 253 f)lans to expand its investments in regu- turn potential is unspectac ar for the
wis | &7 & 6 70 574 ted renewable-energy projects, which next 18 months and Timeliness is average.
ww |70 0 700 74 og4 | have less risk than nonutility assets, and Further, the recent quotation is just below
25.21 74 7 M 78 300 | electric transmission. our 2025-2027 Target Price Range.

8 8 B 8 The company appears well positioned Kevin Downing December 9, 2022
!ﬁg Cluted EPS, Excl. nonrec, gains sas{\ '06, 2¢; '08, 3¢, '15, 58¢; "6, {1¢). Noxt sam- ’C} Incl. Intang. In *21: §17.04/sh. (D) In mill. | Company’s Financlal Strength At
(20¢); '07, (20¢); '08, 408; "0, { q,? , | Ings report dua late Jan {BEDiv‘ds paid early | (E) Rate base: various. Rates allowed on com. | Stock’s Price Stability 100
89&, '12 38¢} 13, (14@}, 16, (3299 17, | Mar., Juns, Sept,, & Dec, » Div'd reinvestmanl ag : 9.3%-10.9%; earnad on avg, com, eq,, '21: | Price Grawth Persistenco 60
2a¢; '19, {20¢); pains (loss) from disc. ops.: plan avail, + Sharehokder Invest, plan avall. | 11.6%. Regulatory Climate: Average. Earnings Predictabliity 95

@ 2022 Valne Ling, Inc. All rights roserved. Factual matsdal |8 obtalned from sources hellawd fo be yeliable and Is pmﬂdﬂd withcu \mrarms of um‘l kind,
THE PUBLISHER IS NOT RESPUNSIBLE FOR ANY ERROAS OR OMISSIONS HEREIN. This ! sirlotly for d, infer o
of it may be reprodued, 1950, stored or transmitied In any printed, electionic or other fom, or used for generating or markeling any purbed or nlsdmni: pubi:zi:m sswa or product.
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RECENT PIE Tralllng: 17.7'} | RELATIVE oIvD

DUKE ENERGY NYSE-Dux PRICE 93:18 RATIO 17-1 (Medlag: 18.0) PIE RATIO 1.11 YLD 4.3%%:
meness 3w | 1] 3] T TR U] ] 2] | O] S| Y| S| Taget s Fange
SAFETY 2 Noweiior LEGENDS

CHNICAL 2 - o Bk Prs Sitngh 200

TECHN Loeredt Hiki2z | 13- e s g o
BETA 85 {100 =Markel) Oglons: Vos ] A S T T i - i
18-blonth Target Price Range | oo 102 I 1 I LT W B Ao
Low-High Midpoint % to Mid) T L BT O g e i e, T e : ! 80
$96-134  $111 (20%) T = &
[~ 202527 PROJECTIONS _[Septttd s Tous! Matnae : = 40

Anyy'l Total o Mo, DT PRI it ISR . ll 30
1P5Ige ( gagn% Fﬁ‘é&“ Dk --”.w._. i s

(% "8 “qE 5 T T 44 TOT. RETURN 1022 | -

Institutional Dac;slons | II : '-'I' ls}'&& Y
R 1 P ;

v B e Como: & T . > . iy, 61 34 [

%8 627 651 688 | traded 5 3yr. 104 358 |
| Hi's(iot) 484677 487268 491735 Syn 286 458
2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 [2015 [2016 (2017 [2018 |2019 | 2020 | 20271 [2022 [2023 | ©VALUE LINE PUB. LLC[25-27

232 3024 315 2018 3222 3263| 2788 | 3484 | 3384 | 3410 | 8249 | 3386 | 3373 | 3421 | 31.04 | §264| 3505| 3605 |Revenues persh 37.90

7851 8.1 734 758| 840 888| 680 856| O11| 940 920 | 1001 1105 | 1212 | 1204 | 1260 | 1325) 74.00 |"Cash Flow” per sh 16.00
76| O360| 303 339 402 444| 37| 398 413| 410| &7 422 | 472 | 506 | 542 624| 545| 575 |Eamningspersh A 6.50

--| 258| 270| 282| 291| 297 S03| 09| 815| 924 886 ) 549 a3g4| 375 382| 390| 298| 4.06|Div'dDecld pershBm 4.30
807 7437 1035 985| 1084 980| 781 7.83| 762 9483 1128 1150 | 1291 | 15.17 | 1288 | 12.63| 16.00| 16.75 Cap'l Spending per sh 16.75 |

6230 5040 | 49.51| 40.85| 5084 | 51.14| 5804 | 5854 | 5781 | 57.74 | 5862 | 59.63 | 6027 | 61.20 | 59.82 | 6155 | 6275| 64.50 Book Yalue per sh © 70.00

| 418.96 | 420,62 | 423.96 | 43629 | 442.56 | 44520 | 70400 | 706.00 | 707.00 | 688.00 | 700.00 | 700.00 | 727.00 | 733.00 | 769.00 | 769.00 | 770.00 | 770.00 Common Shs Outst'g 0 | 770.00
--| 181 73] 13| 127 138] T75| 74| 78| 82| 243 199 70| 177 171 18.9 | Bold fighres are | Avg Ann’l P/E Ratlo 7
- 85f 1.4 38 A 87 11 e 94 82 132 100 g2 R 88| 102 ValuelLine . | Relalive P/E Ratlo 95
= A4% | 82% | 62% | 5.7% | B2% | 47% | 44% | 43% | 43% | 4% | 42% | 45% | 42% | 44% | 39% Ll Avg Ann'l Div'd Yield 3.9%

CAPITAL STRUCTURE as of 6/30/22 18624 | 24598 | 23025 | 23459 | 22743 | 23585 | 24521 | 26079 | 23668 | 26097 | 27000 | 27750 |Revenues {$mill 29200
Total Dobt $70193 mil. Due In 5 Yrs $19536 mill, | 91360 | 28130 | 26340 | 286540 | 25600 | 20630 | 33300 | 3747.0 | 3678.0 | 4133.0 | 4200 | 4500 | Net Profit ($mil) 5040
e o el eoamtorest $2206 il ~502% | 32.6% | G06% | 32.2% | 31.0% | 300% | 141% | 727% | &% 6% 10.0% | 9.0% [Income Tax Rele 9.0%
(LT Intereot eamed: 2.7%) 23% | 88% | 72% | 92% | 11.7% | 123% | 114% | 80% | 60% | 69% | 80% | 7.0% |AFUDC % toNetPrafit | 7.0%
Leases, Uncapitalized Annuat rentals $225 mil, 47.0% | 48.0% | 47.7% | 48.6% | 52.6% | 54.0% | 53.8% | 54.0% | 53.7% | 66.1% | B6.5% | 58.5% |Long=Term Debl Ratio 61.0%
Pansion Assets-12/21 39235 mill. 52.9% | 52.0% | 62.8% | 514% | 474% | 46.0% | 48.2% |[44.1% | 444% | 43.1% | 42.0% | 40.0% [Common Equity Ratio 37.5%

: ; Obllg 339707 mill. ["77307 | 70482 | 78068 | 77222 | 66509 | 90774 | 94340 |101807 | 100588 | 109744 | 115160 | 124525 Total Capital (SmiJl) 144100

Feooke b 1, m";fizgl';“vﬁu"fm”'- 68558 | 60490 | 70046 | 7570 | 82520 | 86391 | 91694 102127 [ 106782 (111408 | 117725 | 124375 |Net Plant ($mil) 141100
redoemablo at $25.50 prior 1o 6/15/24; 1 il shs, | 0% | 0% | 48% | 48% | 40% | 43% | 40% | 47% | 48% | 48% | 45% 4% [RetumonTolalCapl | 45%
4.875%, cum., $1000 (ig. value. 52% | B.8% | 72% | 72% | 62% | 7% | 76% | 8.0% | B8.1% | B84% ) 85% | 8.0% |Returnon Shr. Equity 9.0%
Common Stock 769,968,724 shs. as of 7/31/22 5.2% | 68% | 72% | 72% | 62% | 7% | 7.6% | B3% | B2% | 85% | 88%| 90% |ReturnonComEqulty B! 2.0%
MARKET CAP: $84.6 billion (Large Cap) 3% | 15% [ 17% | 18% | 8% | 12% | 20% | 24% | 23% | 1.9% | 25%| 2.5% RelainedtoComEq 30%
ELECTRIC OPERATING STATISTICS 82% | TB% | T6% | VO% | O9t% | 83% | 7% | Ti% 73% | 78% | 76% | 73% AllDiv'dsto NetProf 68%
GRSkl g i3 0y | BUSINESS: Duke Energy Gorporalion is a holding company for Ull-  Tesidentil, 45%; commercial, 26%; industrial, 13% oher, 14%.
By, nmt Lg,mm&‘m A NA NA | tias with 7.8 mill. elec. customers in NC, FL, IN, §C, OH, & KY, and  Generating sources: gas, 32%; nuclear, 30%; coal, 18%; other, 12%;
g, Indust, Hm;&: i) NA NA NA | 1.8 mil gas customers in OH, KY, NC, SC, and TN. Owns inde- purchased, 19%. Fuel costs: 28% of ravs. 21 reported deprec. rate;
gﬁm E{ﬁm i m Hﬁ ﬁﬁ pendent power plants & has 25% stake in National Methanol In  2.9%. Has 27,600 employaes. Chalrman, President & CEQ: Lynn J.
AnwalLead Facior NA NA Na | Saudi Arabla, Acq'd Progress Energy 7/12; Pledmont Natural Gas  Good. Inc.: DE, Address; 550 South Tryon Si., Charlotte, NG
% Changs Cuskomets favg,) NA NA NA | 10/16; discontinued most inf'l ops, In '16. Elsc. rev. breakdown: 28202-1803, Tel.: 704-382-3853. Internat; www.duke-energy.com.

Duke Energy has a number of rate ty iz estimating cost mitigation of $200
ﬁ&ﬁ?ﬁ;s Past 233“! ‘;:t, 5 '192-?:1 cases pending. In North Carolina, Duke million startin in 2023, due to rising in-
ofchngefpersh) 10V, S¥rs. fo's%7 | Lnergy Progress requested a boost of $326 terest rates and inflation.

Revenues 5% -5% 25% | million (8.5%) in 2023, $151 million (3.9%) The company is very focused on car-
‘I‘_:Caqh Flow" g-gg& gg‘f}’z gg% in 2024, and $138 million (3.6%) in 2025. bon reduction and the development of
Bividords 30% 38% 20% | In South Carolina, Duke Energy Progress clean and renewable energy projects.
Book Yalue 20% 10% 25% | proposed dita first base rate case ? four Cfurgently, the ?tilitydhas ?,000 nzlegg.l.watts

years, and expects rates to go into effect in of Commericial wind, solar, an attery
eﬁ::r Mguanﬁsgagsvgr 3%[3 Eﬂk}m .F:;‘. early 2023. In Ohio, the utility is seeking a projects, ranking it within t}me top-10 larg-

2019 16183 5873 6940 6103 |25070 $56 million (3%) hike, as the rate case est renewable companies in tk}e United

2000 | 5040 5421 6721 5777 |o3gs | hearing nears a conclusion. Adjusted States. By 2035, the company intends to

2021 | 6150 5758 8951 6238 [osge7 | second-quarter earnings of $1.14 a share, reach 80,000 megawatts of renewable en-

2022 | 7132 6685 7255 5928 (27000 | slightly outperformed our call of $1.10. ergy. Duke plans to invest $145 billion

2023 | 7250 6750 7975 6375 |27750 | Our 2022 full-year estimate remains at over the next 10 years and achieve net-

cal- EARNINGS PER SHARE A Full $5.45 a share. Management reaffirmed a zero carbon e{lllissiona by 2050 in its clean
ender |Mar31 Jund0 Sepd0 Decdi! Year | Yange of $5.30 to $5.60, and a long-term energy transition. Management expects

019 | 124 142 179 91 | 506| earnings growth rate of 5% to 7% through carbon emission reduction to exceed 50%

2020 | 114 108 187 103 | 52| 2026. Rate relief and strong retail volumes by 2030, and 80% by 2040.

22 | 126 115 188 94 | 524( were the main drivers to the bottom line The stock has dropped 20% in value

202 | 130 194 186 115 | 545| in the second period, Volume growth in- since our August report, alongside

2023 | 130 120 200 10| 575 ieisedthilﬁ?mye?r (iver yvear, which is losses c{)y most of its 1:;eers over that
o Bm igher than 9 levels. time due to rising interest rates.
eﬁsla, "g:;m'jﬂﬂw%iu&sumgwm ;:E:Ir We look for a strong earnings per- Despite the stock’s price reduction, its 18-

2018 | 89 80 9275 9275 | 344 formance in 2023, near the company’s month and 3- to b-year capital appreci-

019 | 9975 9275 945 845 | a7s| growth target of between 5% and 7%. ation potential does not stand out, Mean-

om0 | 95 945 985 065 | 282 Hl[(;lher electric volumes should continue, while, this issue is ranked 3 (Average) for

2021 | @65 985 985 985 | 39| and Duke Energy raised its load growth Timeliness.

2022 | 085 985 1.005 prediction to 1.5%-2% from 1.5%. The utili- Zachary J. Hodgkinson November 11, 2022
{A} Dil, EPS, Excl, net nonrec, lossas: '12, 84¢; | due o rounding. Next egs. due early Feb. | (E) Rate base: Nel orig, cosl. Rate alld on Comgan;'s Financial Strength A
13, 22¢; '14, 59¢: 15, 5 '186, 60¢; 18, 95; {)B] Div'ds paid mid-Mar., June, Sept., & Dec, » | com, eq. in '21 In NC: 9. %; in"191in SC: 9.5%; | Stock's Price Stability 95
‘20, $340; '21, 30¢; i022. 22¢; net nomvec | Div'd relnv, plan avail. (G} Incl. Intang, In '21: |in '20 in FL: 9.5%-11.5%; in '20 in IN; 9.7%. [ Price Growth Persistance 45
gain: 17, 14g. 2021 EPS don't sum to annual | $41,34/sh, FD) In mill, ad. for rev. spill. | Reg. Clim: NG, SC Avg.; CH, IN Above Avg.. | Earnings Predlctabllity

@ 2022 Vahe Line, Inc. All
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% TOT. RETURN 10/22
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Percent 30

1yr, 7.8 134

20 fr
10

sharas
traded

2006 | 2007 | 2008 | 2009

2010

2011 [2012 | 2013 | 2014 [2015 2016 [2017 |2018 [2019

3y, 28 358
5yr. 491 455

©VALUE UINE PUB, LT

2020 | 2021 {2022 {2023 -27

5394 | 8947| 6915
1066 | 11.73 | 1288
B3s| 580 620
216 25| 400

B€.82
1329
6.30
3.00

£1.35
16.70
519
3.50

54.63
1749
6.30
3668

89.71
17.68
577
3.32

84,54
17.71
581
334

60,55
1872
6.88
342

5823
1650
588
358

63.8¢
16,25
4,98
3.32

6387
17.53
7.55
33

57.94
16,98
6.02
332

8427
16,54
6.66
324

6i1.50
20.50
8.50
510

62.10
17.75
8.65
410

56,45
17.95
6.80
4.30

50.51
18.21
6.80
a.74

5795
17.90
6.87
3.88

Revenues per sh

"Cash Flow” per sh
Earnings per sh A
Div'd Decl'd per sh® mt

| 1259
45.54

944 1029 1382
4045 | 4071 | 4207

1818
51.73

2207 | 2245 | 2172
4428 | 46.78 | §1.34

16.79
51.89

14.82
§5.83

1521
508t

16.73
54.00

17.28
45,12

1333
4753

19.75
74.00

1815 | 18.00
60.00 | 63.55

2452
54.56

3086
5742

Cap’l Spending per sh
Book Value per sh ©

| 20257 | 193.12 | 189.36 | 189.12

178.75 | 176,36 | 177.81 | 178.87 1?9:2‘4 178.39 | 176,73 | 180.52 | 769.06 | 18815

30024 | 20285 | 206,00 | 269.00 | Common Shs Oulstg D | 214,00 |

126
80
4.0%

43| 183 168
T 12| 100
28% | 24%| 29%

108
57
4.6%

150 | 138 165
18 J5 88
45% | 44% | 35%

125
63
4.8%

112
1
4.9%

128
it}
45%

132
74
5.1%

116
)
42%

9.1
57
4.8%

16.0
50
3.7%

150
80
3.7%

16.3
79
3.6%

Avg Ann'l PE Ratlo
Relative P/E Ralio
Avg Ann'l Div'd Yield

Bold figyres are
Value|Ling
estimates

LT Debt $24635 mill. LT Interest

{LT Interest samad: 2.8x)

Leases, Uncapltallzed Annual renla
Penslon Assets-12/21 $6993.1 mill,
200,000 shs. 6.25%-7.6%, $100 par;

Ing fund,

CAPITAL STRUCTURE as of 9/30/22
Total Debt $27606 mill. Due in 5 Yrs $11117 mill,

Incl, $54.7 mil, of securitization bonds.

Oblig
Pfd Stock $254.4 mill, Ptd Div'd §18.3 mil.

8.76%, 1.4 mill. shs, 6.376%; all cum., without sink-

Common Stock 203,483,660 shs. as of 10/31/22
MARKET CAP: $23.0 billion {Large Cap)

11074 | 11008 | 10878
950.7 | 1082.1 | 12682

12495
1060.0

10846
12498

10302
1091.9

11391
8045

11613
1061.2

13150
1845

10114
1406.7

1743
14028

13000 | 11800
1370 | 1420

Revenues {Smill)
Net Profit {$mill)

$824.0 mill 1.8% | NMF | NMF

147% | 175% | 167%

13.0%
11.9%

37.8%
8.3%

2%
1.4%

11.3%
8.1%

26.7%
10.1%

23.0%
7.0%

NMF
12.2%

16.1%
1%

23.0% | 23.0%
8.0% | 80%

Income Tax Rate
AFUDC % to Net Profit

55.8%
42.9%

§6.1%
438%

54.0%
43.8%

57.8%
40.8%

63.6%
35.5%

B63.6% | B32% | 620%

Is $65.3 mill.
36.5% | 35.9% | 37.1%

66.0%
33.5%

65.5%
33.7%

67.6%
3N.7%

66.5% | 66.5% |Long-Term Debt Ratio

525% | 33.0% |Common Equity Ratio

$8406.8 mill 29342

28723

22714
27824

22117
27921

22528 | 24802 | 27557
29664 | 31974 | 35182

21432
27299

20109
27882

47300
50800

32388
38853

36733
42244

38050 | 40200 |Total Capial (Smill)
49750 | 45425 | Net Plant (Smill

250,000 shs, 57% | 58% | 58%

18% | 120% [120%
117% | 122% | 121%

6.0%
10:3%
10.4%

6.0%
1.1%
11.2%

6.9%
15.1%
15.2%

6.4%
11.5%
11.8%

54%
9.1%
92%

5.0%
11.5%
11.5%

4.8%
11.6%
11.9%

5.6%
126%
12.7%

3.0% | 4.5% |Return on Total Cap'l
9.5% | 10.5% Return on Shr. Equity
9.5% | 10.5% [Return on Com Equity E

5.2% | 30% | 44% | 48% | 77% | 39% | 49% | 62%

2019
-1.4
1070
5,24
23887
21698
64

% Change Relall Sales (KIWH)
.hﬁ%.lh i
ﬁ.m&.kw‘%}ﬁﬂﬁ
Peak Load, Surrier (M)

Gapacly al Peck 2
Arnal Load Facior (%
ichmcm&:m

2

ELECTRIC OPERATING STATISTICS

56% | 68% | 8% | 56% ( 50% | 68% | 61% | 58%

658% | 62% | 35% | 4.0% |Refained to ComEq 4.5%
65% | 57% | 62% | 64% |All Div'ds to Net Prof 60%

2020
4.1
1017
4,95
5665
1340
&2
+1.0

BUSINESS: Entergy Corporation supplies electriclty to 3 million
customars lhvough subsidiaries in Arkansas, Louslana, Mississippl,
Texas, and New Qrleans {regulated separately from Loulsiana),
Distributes gas to 206,000 cuslomers in Loulsiana, Is seling ts last
nonutifity nuclear unit {shut down 5/22). Electric revanue braak-
down: residential, 37%; commerclal, 24%; Industrial, 27%; ofher,

12%. Generaling sources: gas, 46%; nuclear, 30%; coal, 6%; pur-
chased, 18%, Fusl cosls: 32% of revenues, "21 reported deprecia-
tion rate: 2.7%. Has 12,400 employees. Chaimman & GEO: Leo P,
Denault, Incomporaled: Celaware, Address: 639 Loyola Avenus,
P.Q. Box 81000, Nevw Orleans, Louisiana 70161, Telephone: 504-
576-4000, Internet: www.entergy.com.

Ficed Charge o, ) 165

002 a3 | Entergy Corp. recorded solid third-

Past
5¥rs,
-3.

ANNUAL RATES Past

of change {persh)  10'Yis,
Aevenues BE
"Cash Flow™ 1.0%
Eamings =
Dividends 1.5%
Book Value 1.5%

Est'd '19-'21
10 '25-27
2.0%

uarter results. Revenues expanded to
34.2 billion, aided by strong growth across
its electric services business and higher
energy prices. Positives included healthy
demand from industrial companies, while
population growth across the southern

Cal-
endar

QUARTERLY REVENUES (§ mill)
Mar31 Jun30 Sep.30 Dec.di

United States was pogitive, The company
also benefited from several rate cases

2019
2020
2021
2022
2023

2610
2427
2845
2878
2950

2666 3141
2415 2604
2822 3353
3395 4219
2850 3280

being approved, allowing for more
recoveries, and a few projects were placed
into service, Still, costs rose at a quick
rate, especially those related to fuel costs,
while operational maintenance was much

2462
2370
2723
2508
2750

Cal-
ondar

EARNINGS PER SHARE A
Mar31 Jun30 Sepdd Dec.3

higher. Overall, adjusted earnings rose to
$2.84 per share during the quarter. The

1.22
1.79
1.30
1.78
1.7

1.32

59
1.66
1.36
1.40

1.62
259
2.63
2,84
2.90

2018
2020
2021
2022
2023

fourth-quarter performance will likely be
lackluster as the company faces tough
comparisons from 2021, which had cooler-
than-usual weather. It exited some non-
regulated nuclear operations in Michigan

1.84
193
128
67
78

Cal-
endar

QUARTERLY DIVIDENDS PAID B w
Mar.31 Jun.30 Sep.30 Dec.31

over the past year, and it sold some shares

ful | to fund capital expenditures. We estimate

Year

89
)
93
95
1.01

89
8
83
95
1.61

2018
2019
2020
202
2022

B89
91
i)
95
101

1.01
1.07

adjusted earnings will reach $0.67 per
ghare in the final quarter of 2022,

The long-term outlook is decent. En-
tergy should gain from population and in-
dustrial growth across its coverage area.

91
93
95

3.68
3.66
3.74
3.86

Additionally, it has filed for several rate
cases, including for Entergy New Orleans
and Entergy Texas, with a decision on the
latter due in the second quarter of 2023.
Additionally, the company has been in-
vesting in renewable energy projects that
will come online in the years ahead, help-
ing fo bolster revenues, and regulators
could approve more. Costs for fuel and
maintenance will likely increase with the
added operations. The company has been
funding capital expenditures with debt
and equity sales, which should limit profit-
per-share gains. Bad-debt expenses may
well pick up if the economy slows further.
We project adjusted earnings per share of
$6.80 in 2023 and $8.50 in 2025-2027.

The board raised the quarterly divi-
dend by 6% to $1.07. This payout
remains well covered by profits and should
expand steadily in the years ahead.
Shares of Entergy Corp. are neutrally
ranked for Timeliness. This stock has a
good dividend yield and long-term upside
potential is subpar. Overall, we think this
is best suited for conservative income-

seeking accounts.
December 9, 2022

A) Dliuted EPS. Excl nonrec. losses; '12,
1.26; '13, $1.14; '14, 56¢; '15, $6.99; "8,

10.14; 17, 52.01; "8, §1.25; ‘21, §

$1.19, Next eamings report due early Feb, (B)
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Sepl., & Dec. u Div'd reinvestment plan avall,
Sharshckder invesiment plan avail, (cl) Inel,

1.93; '22,
deferred charges. In '21: $35.95/sh. {D) In mill.

Ta sielelly for

Div'ds historically pald In early Mar., June, {E} Rata base: Nel original cost. Allowed ROE CumEanal's Financlal Strength
blended): 9.95%; eamed on avg, com. eq., | Stock's
'21: 12.1%. Regulatory Climate: Average.

Jdohn E. Seibert ITI
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Evergy, Inc. was formed through the merger [ 2012 [ 2013 [ 2014 [2015 (2076 [2017 [2018 [2019 [2020 [2021 [ 2022 [2023 | © VALUE LINE PUB, [LC[25-27
of Great Plaing Energy and Westar Energy : = . - - | 1675 | 2271 | 2166 2436 | 24.80| 25.20 |Revenues per sh 26.50
in June of 2018. Greal Plains Energy - - | - -| 48| 798| 706| 818| 8.05| 840 “CashFlow" persh 10.00
holders recaived 5981 of a share of Evergy - . - 2 3 -| 250 | 279 | 272| 83| 355| 3.75 Eamlngs persh A 4.75
for each of thelr shares, and Westar Energy| - A I --| 174 193] 205| 218| 233| 248 |DivdDecPdpersh Bx | 305
holders received one share of Evergy for =z z = - - -| 419 534 GBE| 660( 860| 9.20|CaplSpending persh 550
each of their shares. The merger was com- - -- -- .- -- - | 3028 | 97.82 | 3850 | 40.32| 41.40| 42.70 |Book Value persh © 47.50
Ele*.ed on June 4, 2018, Shares of Evergy B - - - - | 255.33 | 226,64 | 226,84 | 225.30 | 230.00 | 230.00 [Common Shs OulsTg © | 250.00

egan frading on the New York Stock Ex- - 5 - -~ -- - 27T 27| 162 | Boldfighres are |A¥g ANWIPIE Ratlo 17.5
change one day later, - - - - -- --| 128 118 141] 87| ValelLie  |Relative P/E Ratio 95
CAPITAL STRUCTURE a8 of 8/30/22 - - - o ee] 3w 82% | 3sw| asw | U [AvgAmmDivdYield | 7%
Total Debt $11664 mill. Due In 5 Yrs $43588.2 mill. a 5 - : o= ; : 4 | 55887 | 5700 Re i
&%%?ﬁﬁn’g&e Ie'gsg;‘“"ms-s il - . e s 4%2 5;;: 4::;3 8797 Esss % Na:::;ts [{:mmrlli? ‘:ﬁg
(LT Intorost samned: 3.8%) B S - 38% | 126% | 14.0% | 11.7% | 9.0%| 9.0% [Income Tax Rate 9.0%

2 -- -- - 25% | 25% | BS% | 50% | &0%| 6.0% |[AFUDC % to NetProfit 50%

Leases, Uncapltalized Annual rentals $18.8 mill. - .- - E - 40.0% | 50.6% | 51.3% | 50.1% | §1.5% | 51.5% |Long-Term Debt Ralio 53.6%

- == - -- - 60.0% | 494% | 48.7% | 49.9% | 48.5% | 48.5% |Common Equity Ratic 46.5%

Penslon Assets-12/21 5'""-"'3‘3:5 o—— 3 w[ =] = T[T <[ 16716 | 17357 | 17924 | {842 | 19675 | 20175 |Total Capital {Srail) 23400

P S R we ee| ee) -o| 18952 | 19046 | 20106 | 21150 | 22100 | 23150 |Net Plant ($mill 26300
. - - - == | 40% [ 48% | 45% | 57% | 5.0%| 55% [Return onTotal Cap'l 6.0%

Common Stock 229,536,385 shs. - - -- - - | 63% | 78% | T.A%| 98% | 6.5% | 8.0% |Retum on Shr. Equity 10.0%
as of 10/31/22 .- - . .- -- | 53% | 78% | 71% | 95%| 85%| 8.0% [Returnon Com Equity E| 10.0%
MARKET CAP: $13.5 billlon (Large Cap) I | ST | [ | 6% | 24% | 18% | 41% | 30%| 3.0% [Retainedto ComEq 5%
ELECTRIC OPERATING STATISTICS i = -- .- -~ - --| B9% | 69% | 78% | S57% | 64% | 65% [All Div'ds to Net Prof 63%
% Change Rt Sales (KIH) 2°N1§ 2%23 ?2?3_1 BUSINESS: Evergy, Inc. was formed through the morger of Greal  13%; other, 12%. Generating sources: coal, 54%; nuclear, 17%;
Ay, o ﬁ.Use{lMHM NA  NA  NA | Plains Energy and Westar Ensrgy in June of 2018. Through its sub-  purchasad, 20%. Fual costs: 26% of revenues. ‘21 reportad deprac.
Eﬂmiﬁm{ﬂg ] ?ﬁg 7ﬂ f\ ﬁigg sidiaries (now doing business under the Evergy name), provides rale; 3%. Has 4,800 employess. Chainman: Mark A, Ruslle. Prasl-
&E“"’mﬁ Suer !M NA NA Na | electric sarvice to 1.6 million customers In Kansas and Missourl, In-  dent & CEO: David A, Campbell, COC: Kevin E. Bryant. Inc.: Mis-
mgmmu% NA NA  NA | cluding the greater Kansas Cily area. Eleclric revenue breakdown: sour. Address: 1200 Main Street, Kansas City, Missourl 64105,
% Changa Gustomets iyr-enc) NA NA NA | residential, 34%; commerclal, 30%; Industrial, 11%; wholesale, Tel,: 816-556-2200. Internel: www.evergy.com.

Fised Chige Can [ 305 o286 950 | Evergy delivered strong financial re- ing a dividend growth rate in line with
ANNUALRATES Past  Past Estdis-2i | sults in the third quarter. Earnings of earnings at a 60%-70% payout.
ofchange {persn)  f0Vrs.  G¥rs. 0’2527 | $1.86 a share, on revenues of $1.9 billion, The company hopes to get approval
Revenues = -~ 25% | both exceeded Wall Streets expectations on its acquisition of the Permisson
Egﬁ;;bw 2 = '?%;g and increased 75%, and 27% from the last Creek Wind Farm by year end. The
Dividends o .- 70% | period, respectively. The performance was $250 million investment will boost the re-
Book Value -- == 35% | due primarily to the company’s improved newable energy business and assist the

Cal- | QUARTERLYREVENUES(Smil) | ryy | transmission margin, along with continued utility in its goal of net-zero carbon emis-
endar [Mar31 Jun.30 Sep.30 Dec.31| Year | favorable demand in all sectors. Total sions by 2045,

2019 | 12177 1222 1578 1131 | 548 | demand has grown 3% this year and 2.4% Evergy shares have underperformed

2020 | 1117 1185 1517 1004 |4913 | in the September-period, driven by in- of late. The stock has declined more than

2021 | 1612 1236 1617 1122 |5587 | creases in industrial demand such as the 16% in value over the past three months,

2022 | 1224 1447 1909 1120 | 5700 | chemical and oil and gas sectors, alongside losses by many of its peers. The

023 | 1225 1450 1900 1225 | 5800 | The company raised its 2022 earnings utility industry has struggled recently due

Cal- EARNINGS PER SHARE A Fui | *ange from $3.43-$3.63 a share fo fo the challenging interest-rate environ-
endar |Mar31 Jun30 Sep0 Dec.dt| Year | $8.53-$3.68 due to the better-than- ment. Higher yields on Treasuries have

019 | 39 57 15 28 | 279| expected September-period showing. prompted a growing number of income-

2020 | 31 s 160 22 | 272| Management remains committed to its oriented investors to enter the bond mar-

2021 84 81 18 23 | 383 | long-term KPS growth-rate target of 6%- ket, and the competition has not augured

202 | 53 B84 186 .32 | 355| 8% annualy. We have adjusted our top-line well for utilities. Due to its recent price

2028 | 60 .80 205 .30 | 3.75] estimate which now stands at $5.7 billion, struggles, capital appreciation potential

Cal- | QUARTERLYDIVIDENDSPAIDBa | gy | up from our previous call of $5.4 billion. In over the 18-month span, and 3- to 5-year
endar |Mar31 Jun30 Sep30 Decdi| Year | 2023, we are forecasting revenues of $5.8 period have improved asince our last

2018 | 40 40 46 476 | 1.74| billion and earnings of $3.75 per share. review. Also, these shares are ranked to

2010 | 475 A5 475 505 | 193| Evergy has hiked its dividend by 7%. mirror the broader market averages over

2020 | 505 505 505 535 { 205| The dividend yield of 4.2%, which is solid the next year. But the dividend continues

2021 | 535 535 535 5725 248| for a utility should appeal to income- o be the main attraction here,

2022 | 5725 5725 6125 oriented investors. Management is target- Zachary J. Hodghinson December 9, 2022
(A) Diuted samings, 19 EPS don't sum lo ful- | m Dividend reinvesiment plan avallable. | equity in Missouri In '18: none specified; in CornEan ‘s Financial Strength B+
year tolal due to rounding. Next 2amings report ;E:} Incl. intargibles, In '21: $4,327.7 mill,, | Kansas in '18: 9.3%; earned on average com- | Stock's Price Stabillty 85
dua iats February. (B) Dividends paid In mid- | $18.87/sh. (D} In millions, (E) Rate base: Orlgl- | mon equity, *21; 9.8%. Regulatory Climate: | Price Growth Persistence 35
March, June, September, and Decembar. | nal cost depreclated. Rate d on common | Average. Earnings Predictability NMF
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IDACORP, INC. uyseos B2 06,59 e 192 Gee RS 13110 3%
i : 5 i . 4 . L4 A £ d . F 18,
THELNESS 4 Lomotsve | (M| 7] 467] 4TS 704[ o8] S3al 7000l 1024 a0 1iae a8 T 1iag b Ll
SAFETY 1 Raised 2221 LEGENDS
—— 294 ¥ Divldends p sh : 5
TECHNICAL 2 Rasedfotpz | .- Relstve Pice Strngh - ki
ons: Yes L 160
BETA .80 {1.00 = Markal) ﬁad&d arpa indicates recession B . N T fenew i I
18-Month Target Price Range T Tt “‘-.|||1 ot S — PEYL e BT
Low-High Midpoint (% to Mid) i --..-__"_'1__ THITULE B 80
$94-6148  $121 (25%) P T %
P TP L s 40
o PROJEC"&?‘I#‘?TO[GI t "|ﬂf‘”"w .'--“u., PRI o'l .-.o'."'q 3 30
Price  Galn  Retum e o o, pee ; i
B Rl = o
Institutional Declslons !;I-; | ® TOETT::EE:UT fﬁmmzh.
owe  f0x2 200 ; | : B X WDEK
o q%t:».e };.3212 e Lot & 7 - : 117 i de e
Hishg 39410 a98a4 aosis | "0l 5 By 282 828 [
2006 | 2007 | 2008 | 2009 | 2010 | 2011 [ 2012 [2013 | 2014 [2015 |2016 |2017 [2018 [2019 | 2020 [ 2021 2022 [2023 ©VALUE LINE PUB. LLC] 25-27
223 1951 2047 2192 | 2097 2055 | 2155 | 24.81 | 2651 | 2523 | 2504 | 26.76 | 27.19 | 2670 | 2677 | 28586 | 28.40| 28.65 |Revenues persh .25
458 4M1| 427| 507, 535| 584| B593| 629| 658 670 686 | 750 | 785 | 807 B849| 841 830! 8.85|“CashFlow” persh 10.40
235| 186 218 284 295| 336| 387| 364 | 385 | 387| 38| 421 | 449 | 48 469 | 485 | 500 525 Eamingspersh A 6.00
1201 120 120] 1.20| 120| 120| 137| 157 176, 192| 208| 224 | 240 256 | 272| 288| 305| 3.25/Divd Decl'd persh But| 400
516 6.89| b519| 526| 8685 676 478 46B| 545 5B4| 58| 666 | 551 | 553| 6.16| b504| 1018 1420 Cap'l Spending per sh 10.10 |
25,77 2676| 27.76| 2917 3101 23349 ( 3507 | 3684 | 36.85 | 4088 | 4274 | 4485 | 47.01 | 4688 | 6073 | 5282 | §54.65| 56.45 |BookValue par sh ¢ 63.95
4363 | 4506 | 4B.92| 47.60| 4841 | 4685| 60.16 | 5023 | 5027 | 508 | 5040 | 5042 5042 | 5042 | 5046 | 5052 | 50.70 | 51.00 Common Shs Quist’g P | 52.00
161 182 138 16z| 18| TH5| 124 T84| 147 162 109 | 206 | 205 | 223 199 | 208 { Botd figlres are |Avg Ann'T PIE Ratlo 185 |
gind 97 B4 68 75 72 79 T3 J7 82 100 104 ] 11 119 | 102| 114| |Vaelline  |Ralative P/E Ratio 1.10
84% | 85% | 40% | 45% | 3.4%| 31% ) 33% | 32% | 84% | a1% | 28% | 26% | 26% | 25% | 29% | 29% | *"P**  |ayg Al Divid Yield 3.4%
?gPF&tﬁgzgg;Unﬁssuiﬁfgﬂvﬂ%sﬁo ” 1080.7 | 12462 | 12625 | 1270.3 | 1262.0 | 1349.5 | 1370.8 | 1346.4 | 1360.7 | 1458.1 | 7440 1460 |Revenues ($mill} 1760
al Dabt . Bue in o ¥rs A milll, 1689 | 1824 | 1935 | 1947 | 1983 | 2124 | 2268 | 2329 | 2374 2456 255 | 270 |Net Profit ($mill) 310
T ot ol g \erest 1000 Ml ["3ga0 | 285% | 80% | 190% | 165% [ 180% | 7.1% | 95% | 0% | 1a1% | 780% | 78.0% [lxcome T ato 12.0%
S 20.3% | 12.3% | 13.6% | 16.3% | 16.3% | 13.9% | 152% | 162% | 17.3% | 17.7% | 20.0% | 21.0% |AFUDC % to Net Profit | 16.0%
Penslon Assets-12/21 $984.5 mill 45.6% | 466% | 453% | 46.6% | 44.8% | 43.7% | 43.6% | 41.2% | 40.9% | 42.8% | 43.5% | 47.5% |Long-Term Debi Ratlo | 50.0%
Oblig $1346.5 mill. | 54.5% | 534% | 54.7% | 644% | 65.2% | 56.8% | 564% | 58.7% | 56.1% | 57.2% | 56.5% | 52.5% |Common Equity Ratlo 50.0%
32254 | 3465.9 | 3567.6 | 37833 | 38985 | B907.5 | 4205.1 | 4201.3 | 45604 | 4669.1 [ 4920 | 5505 |Tolal Capital (Smlll 6675
Pid Stock None 3536.0 | 36650 | 38335 | 39524 | 41720 | 42839 | 43057 | 45315 | 47005 [ 4001.8 | 5300 | 5800 |Net Plant (Sl 6730
Cominon Stock 50,560,040 shs. 65% | 64% | 66% | 62% | 0.1% | 63% | 6A% | 65% | 61% | 62% | 6.0% | 55% [Relumon TolalCapl | 5.5%
as of 7/29/22 .6% | 89%( 99% | 05% | 9.2% | 94% | 96% | 04% | 93% | 92% | 9.0%| 9.0% |Returnon Shr. Equlty 9.0%
8.6% | 60% | 9.9% | 95% | 92% | 94% | 96% | 04% | 03% | 02% | 6.0%| 80% |Returnon Com Equity E| 9.0%
MARKET CAP: $4.9 billion (tid Cap) 5.0% | 56% | BA% | 48% | 43% | 44% | 44% | 42% | 38% | 37% | 36%| 3.5% |Retained to Com Eq 8.0%
ELECTRIC OPERATING STATISTICS 41% ) 43% | 46% | 50% [ 53% | 53% | B4% | 6% | 58% | 60% | 61% | 62% |All Div'ds to Net Prof 67%
% Pota Soes (1) 2'}:‘_3 ?228 “:332; BUSINESS: {DACCRP, Inc. is a helding company for idaho Power  15%; irrigallon, 13%; other, 3%, Generating sources: hydro, 30%;
ﬁg’mtwqu% NA NA NA | Company, a regulated slectric utllity that serves 604,000 customers  coal, 17%; gas, 15%; purchased, 38%. Fue! costs: 36% of reve-
g, st i 532 538 562 | Ihroughout a 24,000-square-mile area in southem ldaho and east-  nues, 21 reported depreclation rale: 2.9%, Has 2,000 employees,
g‘éﬁ?ﬂ Ps:" oy 32'1'3 33’%; 3}!}'_;? ern Oragon {population: 1,3 million), Most of the company's reve- Chairman: Richard J. Dahl, Presidenl & CEO; Lisa Grow. Incor-
Al Lozd Fakt NA NA NA | nues are derlved from the |daho portion of s service area. Reve- porated: Idaho. Address: 1221 W. Idano S, Boise, Idaho 83702,
%WWME&HNI 425 427 428 | nue breakdown: residentlal, 45%; commercial, 24%; industrial, Telephone: 208-388-2200, Intermal; www.idacorpine.com.
Annual earnings growth at IDACORP on the slate for 2024,
:‘;dmc:g:is = 30;3“ 3::‘, d'iﬂ is pegged to be 3% and 5%, respective- Capital expenditures are primed for
ofchange fpersh)  10Yrs  6Vrs, o227 | Ly im 2022 and 2023, Weather-related an uptick next year, but should
Revenues 25% 15%  40% | usage and transmission wheeling revenues recede after that. For 2022, we look for
E‘;tm Fslnw" ‘i-g& 3-%& j-g‘;‘g are trending higher, aided by solid popula- the cap ex number to come in around $515
Do, 85% 70% 65% | tion growth in the areas that IDA serves. million. However, in 2023, we have that
Book Value 5.0% 45%  40% | Air condi‘aionjng and irrlijgﬁi&mbha\ff‘e beﬁn amount clintnbing to $£23 ?ﬁ]lion, with the
primary drivers and sho e for the wvast majority earmarked for new capacity
aﬁgla'r Ma?_g‘:ﬁﬁﬂkgsgpﬁsﬂmﬂwm :.::;', forescoable f‘utu_re. ’I‘uo,.the likelihood of a resources. A recent integrated regources
2010 | 3503 3169 3863 2929 13464 | rate increase is certainly on the table plan came back stating that IDA could
2020 |2010 3188 4253 3156 [1as07 | (more color below) for next year, though have a 125 MW capacity deficit by 2025.
2021 [3161 3601 4469 3350 [1458. | mothing is set in stone on that front. With This is where using the.battery storage
2022 |3443 13587 425 3120 |144p | that, we think share net can climb to $5.00 comes into the situation. Too, the compa-
2023 |950 360 430 320 |ep | this year, followed by an expected 5% an- ny’s exit from coal-fired manufacturing
Cal- EARNINGS PER SHARE A Full nual increase to $5.25 in 2023. will rlquire addmg signific.anlt ger_leratic_m
endar |Mar3 Jun30 Sep.30 Dec.31| Year | Ome would need to go back to 2011 for capabilities. A new transmission line will
2019 8 106 178 9 | 481 the most recent rate case in Idaho help, but it will not come cheag.
20 | 74 119 202 74 | 49| Power’s jurisdiction. That is more than IDACORP’s shares are of high quality,
2021 | 85 138 193 85 | 485| 2 decade of no rate applications, a period but we are not recommending them at
2002 | 9 127 200 .82 | 500| marked by a lofty influx of people into this time. For starters, the issue’s yield ig
208 | 85 140 205 .85 | 525| IDA’s lnr%asdof operation. Manag?lment has Foticﬁablﬁelow wll';:t we deem ag average
Ba capital budget plans that will reguire for the utility stocks in our coverage uni-
nﬁg!i-r p,{qaﬁﬁmmg!umggsszm upacjn ::,", funding, notably the increased stake it is verse. Add to this, the equity has dipped
2018 | 59 59 5 6 540 tak'ing_ in a trangmission line and tllle one qntch to Bg}low Average (4) on our
010 | 82 8 8 6 o55 | financing of larger battery storage capabil- Timeliness Ranking Scale. Lastly, total re-
o020 | &7 &7 & 7 272 | ities. Dipping in to debt markets will prob- turn potential three to five years hence
w7 7 7 7 ags | ably be the first move, even as rates are does little to guicken the pulse.
w2 |75 B 7 heading north, with an issuance of equity Erik M. Manning October 21, 2022
(A) Diluted EPS, Excl. nonrecuriing gain: ‘06, | May, Aug,, ard Nov, = Dividend reinvestment | Net original cost, Rate allowed on common | Company’s Financlal Strength A+
17¢. '19 earmings don’t sum due to founding. | plan available. 1 Shareholder investment plan | equity in '12: 10% (Imputed); eamed on avq, | Stock’s Price Stability 100
Next earnings report due last week of Octcber, | available, (gt;hﬂ' inlangibles, in '21: $1,462.4 | com. eq, '21: 9.4%. Regulatory Climate: | Price Growth Persistence 75
(B} Dlvidends historically paid in late Feb., | mill,, $26.95/sh. (D} In millions. (E) Rate base: | Above Average. Earnings Predictabllity 100
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RECENT PIE Tralling: 27.6'} | RELATIVE ON'D 0
NEXTERA ENEHGY NYSE-NEE PRICE 77-50 RATIO 25.6 (Hmﬂ.ﬂ PIE RATIO 1-66 YLD 2.4X0
mewess 4 s | Y| 53] GR8| 4| 55| BE| RS BS| &3] uB| W3 81 &2 Togst Sice Rege
SAFETY 1 Raseaorais LEGENDS
— 385 x Dividends p sh Aokt 128
TECHNICAL 1 msedotoz2 |50 sy s Skongi 5 il R i
BETA 80 (1.0 = Markel) Opfions: Yes 5 i " ;_"m-_' Haled T lememeakacaa- an
18-Month Target Price Range 81 s o =l o - o4
Low-High  Midpolnt (% to Mid) L gg
g 4
$66-3138  $101 (30%) .ﬁ ! ¢ 32
| 202527 PROJECTIONS | ST UL 24
o ﬁ?m“$‘rolal ——tT it Hr e .
w 1%20 -I%ag‘;ﬁ F;a‘;g;n i gt gl o -v"“. * PORRAL AT = 18
85 (+10%) &% |wilf - e S e e . 12
Inatifutional Decislons | " el gttt st | . S
e 10N2 082 | peeen 15 STOCK  INDEX
By 1210 1155 1104 | ghares 10 4 ; i ] : } w73 <134 [
to Sel 831 844 949 | imded B . | ayn. 383 358 |
Hids(000)1508354 1500092151405 tﬂhﬂ[ﬂhﬂﬂtﬂﬂﬁﬂlﬂﬂm Gy 1238 456
2006 | 2007 | 2008 | 2009 | 2010 [ 2011 [ 2012 [2013 [2014 [2015 (2016 [2017 |2018 [2019 [2020 [ 2021 | 20222023 | ©VALUE LINE PUB, LLC|25-27
969| 47| 1003 045 940| 022| 84| 870 981 948| 863 913| 875 | o982 18| 870! 710.85| 1260 Revenues per sh 14.75
169 171 20| 219 241] 232 247 263 303| 323 | 324 803 | 4384 | 422 452| 470| 6&15| 540 |"Cash Flow" persh 6.76
8 82| 102 2 119 1A 114 1.2 140 ) 152 | 145| 163 167 | 184 | 231| 255| 290| 315 |Earnings persh A 410
38 Ll A3 47 50 55 60 66 13 J7 87 88 11| 126 | 140| 154| 170| 1.87 |DivdDecldpershBmt| 250
231 308| 320 363| BA7| 308 6BB| 884| 86| 454 | 616| 670 680 620 745 819 G&i0| &40 |CaplSpendingpersh | 70.00 |
612 65%) 74| 784 B859( 898 047 1097 | 1124 | 1224 | 1800 | 1497 | 17.66 | 1892 | 1863 | 1895| 1870 | 2275 Book Value persh © 2725
16218 | 16204 | 1635.7 | 16545 | 1683.4 | 1564.0 | 1686.0 | 17400 | 17720 | 18440 | 16720 | 18840 | 1012.0 | 19560 | 1960.0 | 19630 | 1960.0 | 20250 Common Shs Outsg P | 20250 |
137 189 45| 134 108| 115 44| 1668| 173 68| 207 216 | 248 | 268 | 285 313 | Botd figlres are |Avg ANl PIE Ratlo 235
T4 100 87 89 ki 72 92 83 a 85| 109 108| 1.34| 143 | 148( 168/ Vakeiine |Ralative P/E Ratlo 1.30
34%| 27% | 80% | 85% | 390% | 40% | 36% | 5% | 80% | 80% | 29% | 28% | 27% | 24% | 21% | 19%| "= [Avg AnniDive Vield 25%
CAPITAL STRUCTURE as of 9/30/22 14266 | 15136 | 17021 | 17486 | 16186 | 17195 | 16727 | 19204 | 17097 | 17069 | 21500 | 25500 |Revenvas (Smilf) 30000
Total Debt §64825 mill, Due In § Yrs $26264 mil. | 1911,0 | 2062.0 | 24650 | 2752.0 | 26920 | 3074.0 | 3200.0 | 37690 | 45520 | 50210 | 5750 | 6395 Net Profit (Smil} 8330
LT Debt $54670 mill. LT Interest $1402 mill, 26.6% | 26.9% | 32.3% | 30.8% | 20.3% | 24.4% | 28.6% [ 11.7% | 13.0% | 15.0% | 75.0% | 15.0% [income Tax Rale 15.0%
thiial ibrobbravsmosr &6l 108% | 70% | 67% | 69% | 82% | 67% | 66% | 39% | 38% | 63% | 50% | 40% [AFUDC%toNetProfit | 40%
68.1% | 67.1% | 56.0% | 64.2% | 63.3% | 52.7% | 44.0% | 504% | 535% | 57.6% | 58,5% | 56.5% |Long-Term Debt Ratlo 56.0%
| 40.9% | 42.0% | 46.0% | 46.8% | 46.7% | 47.3% | 56.0% | 40.6% | 46.5% | 42.2% | 41.5% | 43.5% |Commeon Equily Ratio 44.0%
Penslon Assets-12/21 $5688 mill 30245 | 42008 | 44283 | 49255 | 52159 | 59671 | 60026 | 74548 | 78457 | 86162 | 93950 | 105850 | Total Capital (bmil) | 726700
HialsENons Oblig $3445 mill | 49413 | 52720 | 55705 | 61366 | 66912 | 72416 | 70334 | 82010 | 91803 | 99348 | 170925 | 123300 | et Plant ($mil) 165200
. 62% | 6.2% | 7.0% | B.8% | 63% | 83% | 6.9% | 6.0% | 65% | 64% | 70% | 6.5% |Returnon Tofal Cap'l 7.5%
Common Stock 1,964,779,183 shs. 118% | 11.4% | 124% | 122% | 11.4% | 10.9% | 94% | 10.2% | 125% | 18.5% | 15.0% | 12.5% |Retumn on Shr. Equity 15.0%
as of 6/30/22 11.6% | 11.4% | 124% ) 12.2% | 11.1% [ 10.9% | 94% | 102% | 12.5% | 13.5% | 15.0% [ 13.5% |Retum on Com Equity B | 15.0%
MARKET CAP: §152.3 billion (Large Cap) 66% | 62% | 6.0% | 61% | 44% | 44% | 3.2% | 37% | 50% | 54% | 6.0% | 55% |Retainedto Com Eq 60%
ELECTRIC OPERATING STATISTICS 53% | Gd4% | 51% | 50% | 60% | 60% | 66% | 64% 0% | 60% | 58%( &9% AN Div'ds o Net Prof 61%
3¢ Change Rl Soles JKWH) 2‘{}2 20&3 20NzA BUSINESS: NexlEra Energy, Inc, s a holding company for Florida  residential, §5%; commercial, 33%; indusirial & other, 12%. Gener-
ﬂm_b&lU» NA NA NA | Power & Light Company (FPL), which provides eleclricity to roughly  aling sources: gas, 73%; nuclear, 22%; other, 3%; purchased, 2%.
A, hucush, Rews. por KWH e} NA NA NA | 5.8 mill. customers In eastern, southem, & northwestom FL. Nex-  Fuel costs; 27% of rovenues. '21 depreciaion rate: 3.3%. Has
mgﬂm Hﬁ Hﬁ ﬁﬁ iEra Enargy Resources is a nonreguiated power generalor with 15000 employees. Chairman, President and CEO: John W.
dnruel Load Faker NA NA  NA | nuclear, gas, & renewables. Has 65% stake in NexiEra Enetgy  Kelchum. Inc.: Florlda. Address: 700 Universe Bwd., Juno Beach,
%chmmrsfrr«d] +1.8  +1.5 +1.5 | Parlners. Acquired Gulf Power 1/19; Florida City Gas 7/18, Rev.: FL 33408. Tel.; 561-694-4000, Infernat; www.nexteraenargy.com,
Fiod g Cov, 1) 230 235 203 | NextEra Energy is well situated for market for the company and should
ANNUAL RATES Past  Past Estd'ls-z1| Sustained earnings growth. Its utilityy be bolstered by the Inflation Reduc-
dchengofporsh)  10¥is.  5¥s. to%-zr | Florida Power & Light Company (FPL), 1s tion Act (IRA). FPL continues to expand
Havenues e -~ 80% | benefiting from a very healthy local econo- its regulated solar capacity within its rate
Eca?ﬁfﬁ. Flow" ;-g‘%& ;‘E& ,5’23’5 my. The SBunshine State continues to at- base, and the company’s nonregulated sub-
Div‘.dwggs 105% 120% 100% | tract strong migration, and is experiencing sidiary, NextEra Energy Resources, is a
Book Value 85% 90% 65% | one of the fastest U.S, population growth major player in renewable energy across
Cal- GUARTEW.YHEI!'ENUESNIH"” Full rates, qurida’s unemploy“m_ent rate of the (.J.S. ‘That _buSinEES unit haa bean
ondar |Mar31 Jun30 Sep30 Dec.31| Year 2.7% remains below the national average growing nicely in recent quarters. The
2010 | 4075 4970 5572 4587 [ 19204 and at its lovgves]‘. level in over 15 years. company has 56% ownership in Nextkra
2020 | 4813 4204 4785 4305 | 17097 Meanwhile, distribution e.md’ transmission Energy_ Partners, LP (NYSE; NEP), which
2021 376 ssr 4310 5046 |17050 | (D&T) expansion, and reliability/hardiness is heavily invested in renewables across 19
2022 | 2890 5183 6710 6708 21500 | projects in storm-challenged I'lorida, are states. If's growing at a double-digit clip,
2023 | 4800 5770 7455 7475 | 25500 | leading to rapid growth in the utility’s rate while rapidgl; inereasing its dividend to
cal EARNINGS PER SHARE A Ful base (prl?}?elrty, plant, and equipment on partners. Tax incentives for renewables
endar |Mar31 Jun30 Sep.30 Dec3t| Year | Which utilitites are allowed to earn an eco- were set to expire after 2025, but the IRA
2010 | 35 64 45 50 | 194 nomic rate of return). FPLs territory did is expected to help keep this market flour-
2020 ( 58 65 &7 40 | 231 | exceptionally well in keeping the power on ighing for decades to come,
0 | 67 71 75 41 | 255| and/or getting it back up following Hurri- NextEra Energy shares offer appeal-
2002 | 74 81 85 .50 | 290) cane Ian, That's going to help keep the ing intermediate-term total returns.
202 | 60 88 92 55 | 3.15| reliability/hardiness program going strong. The below-average (4) Timeliness rank
Cal- | QUARTERLY DIVIDENDSPAID Bt | Ful It’s also notable that, as part of NextEra’s means it’s likely not appropriate for ac-
endar | Mar31 Jun30 Sep30 Dec.3t| Yesr 2021 settlement agreement with regu- counts with an investment horizon of less
M8 | 2775 2775 2115 2775 | 1410 lators, a sustained inerease in 30-year than one year. Investors with a congerva-
2018 | 3125 3125 195 3125 | {25| Treasury Bond yields has triggered an in- tive bent and a dividend-growth focus
2020 | 35 85 85 3§ {40 | erease in the authorized return on equity should find this high-quality issue an at-
2021 | 985 285 385 385 | {54 midpoint from 10.6% to 10.8%. tractive addition to their portfolios.
2022 | 425 425 495 Renewable energy is a burgeoning AnthonyJ. Glennon November 11, 2022
A) Diluted EPS, Excl. nonrecurring gains not some to full yr. dus to rounding. Next egs. | vestment plan avail. {C) Incl, delerred charges, comﬁanly’s Financial Strength As
ik)ssas}: 11, {6¢); '13, {204); ‘16, 12¢; 17, report due late Jan. (B} Divids hlstoﬂc_aIIBpald In '21: £5.94/sh, (D) In mill, adi. for stock split. | Stock's Price Stabllity 85
1.22¢; 18, $1.80; '20, (83¢}; '21.{?@: 1Q- | In mid-Mar,, mid-June, nﬂc'-SeFi..&mnd- ac, ® [ (E} Rata al'd on com. aq, in '22 (FPL): 8.7%- | Price Growth Persistence a5
3Q '22, (§1.07); dise. ops.. '13, 11¢. EFS may | Divid relnvestment plan avall. t Shareholder in- | 11,7%; Regulatory Climale; Average. Earnings Predlctability 85
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BETA .9 (1.00=Marke) i asea Indlgates recassion " fﬂ _________ T8
18-Month Target Price Range NP T AT O WL e i i “"
Low-High  Midpolnt (% to Mid) — T - 48
$46-860 868 (16%) |__|:l_|.:|l'““|l o ' 4
202537 PROJECTIONS el oy o 2

Annl Total fert ™ se] " [0ttty | i T T 0] e IR £ §
Price  Galn  Return i s i AL ile, 16

A W i o — B
Institutional Decisions » TOETE,ETU?.EA% »

foxmt 1o 2022 ; 3 STOCK  WDEX |

3 o fs 140 Pt 28 | ™ B . moel ge2 F

trfm(ow] sa0v3 67300 soren | 129 107 1 nilim By, 53 329
2006 | 2007 | 2008 | 2008 | 2010 | 2011 [ 2012 [2013 [2014 [2015 [2016 [2017 [2018 [2019 | 2020 [2021 | 2022 [2023 | ©VALUE LINE PUB.LLC|25-27

3148 | 3079 36.09| 3172 | 3066 | 30.80( 2876 20.80 | 2568 | 2521 | 2601 | 2645 | 2381 | 2493 | 2370 | 2538 | 2495 | 2355 Revenues per sh 25.75

362| 370| 440) 462 4A76| 542 518 545, 530 | 592 | 674 | 676| 696 | 707 | 686| 692| &70| 6.85|“Cash Flow" par sh 8.00
131 144 177 202 214 253| 226| 246| 299 280 | 339 384 | 340 353 | 32| 350( 385 25 Earnings persh A 4.00
124 128| 182 1.34| 136) 144f 148| 152| 150) 182 | 200| 210| 220| 230 240| 248| 252| 256 |Divid Decl'd pershBw}| 268
281 300 847 526 B30| 620| 589 6595| 676| B6EJ| 596 | 660 564 | 626 B02| 803| 10.05| 970 Cap'l Spendling per sh 6.50

2085 2142| 21261 21.06| 2264 | 2368 | 2509 2660 | 3150 33.22 | 3488 | 3644 | 3860 ) 4042 | 41.10| 4328 44.60| 46,30 |Book Value per sh © 50,00

3.07| 3897 | 3583| 3500 3623 36.28| 37.22 | 8875 | 4601 | 48.17 | 48.33 | 40.37 | 50.32 | 5045 | 5050 | 54.08| 58.00| 6200 Cornimen She Qutstg P | 62,00
(20| 217 138 15[ 128 126 167 | 169| 162| 104 | 12| 18] 68| 198 | 186 | 174 | Boi figlres are |Avg Ann'l PIE Rallo 165

140| 115 B4 J7 B2 J9 100 85 85 a3 80 80 91 108 48 | 80

86% | Ad% | S4% ) 67 | 49% | 45% [ 42% | 7% | 30% | 6% | 34% | 85% | 59% | 35% | 40% | at%| ¥ avyanviDvdYield | 41%
CAPITAL STRUCTURE as of 6/30/22 1070.3 | 11645 | 1204.8 | 12143 | 12572 | 13067 | 11981 | 1257.9 | 11987 | 13723 | 1400 | 1460 Revenues (Smilp 1600
Total Debt $2533.4 mill, Due in 5 Yrs $1037.4 mil, | 837 | 940 | 1207 | 1384 | 1642 | 1627 | 1710 | 1793 | 1626 1816 90| 215 Net Profit {$mil) 250
ﬁf’;ﬁfﬁ?m‘n‘& ot 95% | 182% | -~ [ 137% | - | 76% | - | 16% | 16%| 9% | 1.5%| 30% [IncomeTaxRate 20%
(Tolal Intorost Govorago: 2.7%) 94% | 87% | 69% | 08% | 43% | 52% | 34% | 46% | 60% | 149% | 16.0% | 14.0% [AFUDC % to NetProfit | 10.0%

53.8% | 53.6% | 534% | 53.1% | 52.0% | 50.2% | 62.2% |[525% | 52.8% | 522% | 50.0% | 49.5% Long-Term Debt Ratlo | 49.0%

Penslon Assets-12/21 $605.5 mill, 46.2% | 4B.5% | 46.6% | 46.9% | 46.0% | 49.8% | 478% | 475% | 47.2% | 47.8% | 50.0% | 50.5% [Common Equity Ratio §1.0%

Obilg §696.8 mil. |"2020.7 | 2215.7 | 31680 | 3408.6 | 3403.9 | 36145 | 40645 | 42898 44001 | 48831 [ 5795 | 5675 | Total Capital ($mill) 6050

Pd Stock None 24356 | 2690.1 | 37580 | 40505 | 42149 | 4358,3 | 4521.3 | 4700.0 | 49529 | 52472 | 5630 | 5980 |Net Plant ($mlk) 8550
Gommon Stock 56,150,050 shs. 55% | 55% | 8% | 52% | 59% | 56% | 52% | 52% | 40% | 46% | 45% Return on Tolal CapT | 5.0%
as of 7/22/22 B0% | 91% | B2% | B6% | 08% | 90% | 88% | 88% | 7.8% | 78% | 75% | 7.5% [ReturnonSh, Equity 8.0%

90% | S1% | B2% | B86% | 08% | 9.0% | 88% | 88% | 7.8% | 7.8% | 7.6% | 7.5% |ReturnonComEquity €| 80%

MARKET GAP: $2.8 billion {Mld Cap) 82% | 35% | 38% | 30% | 41% | 84% [ 32% | af% | 20%| 23% | 20%| 20% [Relained foCom Eq 25%
ELECTRIC OPERATING STATISTICS 8% | 61% | G64% | B5% | 5B% | 6B2% | 64% | 64% | 74% | 71% | 75% | 72% |All Div'ds to Net Prof 67%
ppidsniol  ohe g 202 [TBUSINESS: NorhWestem Corporalion (doing business as Norih-  4%; oiher, 4%. Generaling sources: codl, 28%; hydio, 27%; wind,
g, hm.mmm 37808 33526 31792 | Weslern Energy) supplies electriclty & gas in the Upper Midwest  6%; olher, 4%; purchased, 35%. Fuel costs: 31% of revenues, 21
Mg.hmnnersoﬁer NA NA | and Northwest, serving 456,000 electric customers In Monlana and  reported deprec. rate; 2.8%. Has 1,500 employees. Chalrman:
ggm% ) 22":';; Hﬂ m South Dakota and 298,000 gas cuslomers In Monlana (85% of Dana J, Dykhouse, CEO; Robert C. Rowa. President & COO: Brian
el ag Pl NA  NA  NA | Gross margin), South Dakola (14%), and Nebraska {1%). Eleclrlc B. Bird. Inc.: DE. Acdress: 3010 West 69th Street, Sioux Falls, SD
% Change Customers (yrand) +1.2  +12  +1.6 | revenus breakdown: residantial, 43%; commerclal, 40%; Industrial, 57108, Tel.: 605-978-2900, Internet: www.norhwastemenergy,com,
FisdCrare Cov. (4 284 237 262 | NorthWestern shares have flatlined $275 million, 175-mw facility in Montana,
ANNUAL RATES Past Past Estd 10-21] for years, commensurate with EPS. expected to be operational by late 2023.
ofchange [pershi  10Y¥rs.  6Yrs. ta'ss'z7 | Since 2015, this issue has mainly traded Finaneing is via a $200 million equity of-
RAevenues 25%  -1.0% 5% | within the $50-$60 price range, breaking fering ($53.50 a share) completed in fourth
s Bhy %ggé oub briefly from time to time. While net quarter 2021, with $300 million more ex-
DR 55% 55% 20% | profits have grown gradually over the past pected in early 2023 via a forward sale.
Book Valus 6.0% 45% 30% | several years (the 2016-2022 aversge an- Resulis depend on an upcoming gen-

Cal- | QUARTERLY REVENUES @ ail) | Ful nual rate is 2%), shares outstanding have eral rate case decision. NWE has filed
endar [Mar31 Jun30 Sep.d0 Decdt| Year also risen, diluting per-share gains. The its case, and likely will obtain rate relief

2019 |3842 2707 2748 5282 12579 mnain constraint, besides dilution, has been early next year. The company is also as-

2000 3353 2604 9806 3134 (11987 | years of unde_regrnmg the utility’s allow- king for pricing mechanisms that would

2021 (4008 2982 3260 9473 |{9723 | able ROE. This is largely due to the rela- help alleviate regulatory lag. This may be

2002 |3%45 3230 39305 352 |1400 | tive constraints of the rate-relief mechan- a tough sell in a historically difficult regu-

2023 {415 330 345 370 (460 | isms available in the company’s utility ter- latory environment. Assuming the capaci-

b EARNINGS PEA SHARE A Eul ritories, which results in regulatory la.g. ty expansion is allowed to proceed, it
endar |Mar31 Jun.30 Sep.d0 Dec31| Year | In other words, the company foots the bill would lift the rate base and help to narrow

2010 | 144 ® 42 118 | asa| for srid maintenance and upgrades but the gap between NWE’s earned and allow-

2020 | 100 43 58 121 | a2 | has to justify it and wait for the payback.  able ROE. Our projections assume an an-

2021 | 124 59 70 97 | 350| Management has a solid plan in place nual growth rate in share net from 2023 to

202 | 108 58 .64 105 | 3.35| that should help reignite growth. In mid-decade of 4%. It's somewhat below

2000 | 115 60 .70 4,00 | 355 2}111 effort to bacumhril less Iécliant on pua— the industl}'}y average, yet significantly bet-

: Ba ased power, while modernizing and ter than what’s transpired in recent years,
eﬁﬁzr ,:;A ﬂ%:,ggmg:gs@g“ I%ec ;1 \f;ﬂ', shoring up reliability, the company is look- This issue is untimely. However, at the

218 | 55 55 55 &5 | 209] ing to add significant gas-fire capacitg in recent valuation there may be some appeal

a0ie | 575 575 575  675| 280| both South Daketa and Montana, An $83 for utility investors seeking outsized in-

2000 | 60 80 80 g0 | 240 | million, 58-megawatt plant in South Dako- come, The yield is 115 basis points above

2021 | 62 62 62 g2 | 248( ta was completed in the second quarter. the electric utility industry median.

202 | 63 83 83 And in April, NWE broke ground on a Anthony J. Glennon October 21, 2022
(A} Diluted EPS. Excl. nonrec. gainsf{lossgs). | Oct. (B) Divids historically pald In late Mar., | base: Net orig, cost, Rate allowed on com. eq. | Company’s Financial Strength B+t
12, 40¢, "15, 274, 18, 52g; "9, 45¢; '20, | June, Sept. & Dec. » Div'd relnvest. plan avall, | In MT in 49 felec): 9.65%; in 117 (gas): 9.55%; | Stock's rice Stability 90
(15¢); '21, 10¢; G1-Q2 '22, (4¢). '20 EPS don'l | + Shareholder invest. plan avail, (€} Incl. defd | in SD in "15: none spacified; in NE in '07: | Price Growth Persistance 40

sum olua lo rounding, Next egs. reporl due late | charges. In '21: $19,3
& 2022 Valug Line, Inc. All righls reserved, Faclua! malerhl [s oblalned irom sources b
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Hh 85 (m%} 12% | :
B e G %TOT. RETURN 1022 |
Institutlonal Declslons e, e, ‘."' el | TS VLARMH:
ol 002 W | peoent 18 Laitid s STOCK NDEX |
o 228 218 185| shares 12 - e 1y, 23 34 [*
1o 8| 170 182 192 ymded 6 I sy  -31 858 [
Hidsip0t) 128869 136256 136258 By 221 458
2006 | 2007 | 2008 | 2009 | 2010 | 2011 [ 2012 |2013 [2014 2015 [2016 {2017 [2018 {2019 | 2020 | 2021 2022 |2023 | ©VALUE LIE PUB, LLC|25-27
2196 | 2068| 2177 1479 | 1904 | 1906( 1858 | 14.45| 1230 ( 1100 1131 | 1132 | 1437 | 1145 | 1081 | 1826 | 1600 16,50 Revenuespersh 18.25
223 239| 240 269( 8304| 83 869 346| 340] 323| 33 334 | 74| 402 403 444| 445| 4.40|"Cash Flow” persh 6.25
123 132 185| 133 180| 173 179 194 198( 169 | 169| 192 2142| 24 208 | 236| 225 210 |Earningspersh A 325
87 68 J0 71 73 i 80 85 86| 105 146| 127 | 140] 151 158 | 1863 1.64| 170 |Div'd Decld pershBu 1.85
267 304 401 £37| 436| 648 65| 499 286| 274 a3 473 287 | 818 | 32 38| 475 4.75 CapTSpending persh 475
8791 916 10.14| 1052 | 1173 | 13.06| 1400 | 1530 | 1627 | 1666 ( 1724 | 10.28 | 2006 | 2060 | 1845 | 20.27 | 21.25| 22.25 |Book Value persh © 26600
18240 | 18360 | 187.00 | 194,00 | 795.20 | 196.20 | 107.60 | 198,50 | 109.40 | 199.70 | 199,70 | 159.70 | 198,70 | 200.10 | 200,70 | 200.70 | 200.20 | 260.29 |Gommon Shs Outsl'g © | 200.20
137 138 124| 108| 33| 144| 52| 17.7| 1831 1727| 177 | 183 | 165 {80 182 143 Bold figyres are |Avg AnNI PJE Ratlo 14.0
74 13 15 12 85 A0 g7 9 96 89 83 82 89 1.0 83 76 ValuslLine  |Relative P/E Ratio 80
40%( 88%| 45%| 50% | 37% | 34% | 29% | 25% | 26% | 35% | 39% | 36% | 4.0% | 35% | 47| 48% | %" [Avg Ann'IDivd Vield 4.0%
CAPITAL STRUCTURE as of 9/30/22 3671.2 | 2867.7 | 2453,1 | 2198.9 | 2269.2 | 2261.1 | 22705 | 22318 | 21223 | 38637 | 3200 | 3300 |Revenues (Smill 3650
Total Debt $5279.5 mill. Due In 5 Yrs $1731.5mil. | 3650 | 2675 | 3058 | 5376 | 3382 | 2843 | 4255 | 4406 | 4159 | 4725 450 420 |Net Profit ($mill) 665
%‘f;{;‘gﬁ‘*‘fgtﬁ Interest $158.7mill. |75 0%, | 24.0% [ 304% | 29.2% | 05% | 326% | 145% | 74% | 13.2% | 11.5% | 72.0% | 72.0% [Income Tax Rate 12.0%
' 27% | 26% | 17% | 37% | 64% | 150% | 83% | 1.6% | 16% | 22% | 20% | 20% |JAFUDC % to NetProfit 20%
Leases, Uncapﬂa”zad Annual rentals $5.7 mill. 50.7% | 43.1% | 46.9% | 44.3% | 41.1% | 41.7% | 42.0% | 43.6% | 49.0% | 628% | 46.0% | 52.0% erg-Term Debt Ratio 50.0%
40.3% | 56.0% | B64.1% | 55.7% | 58.9% | 58.3% | 580% | 58.4% | 51.0% | 474% | 8§3.0% | 48.0% [Common Equily Ratio 50.0%
Panslon Assels-12/21 $486.0 mill, 56168 | 53372 | 59997 | 59716 | 5849.6 | 66007 | 69020 | 73347 | 71262 | 8562.7 | 8100 | 9400 |Total Gapital (Smill 10400
— Oblig $5028 mill | 3446 | 66726 | 6979.9 | 73224 | 76962 | 8339.9 | 85438 | 90446 | 96746 | 93329 | 70345 | 10850 |Net Plant ($ml) 1207 |
% | 88% | 78% | 60% | 7.0% | 70% | 73% | 7% | 68% | 64% | 7.5% | 6.5% Return on Total Capll 7.5%
Common Stock 200,202,672 shs. 12.8% | 12.8% | 122% | 10.2% | 0.8% | 10.0% | 10.6% | 10.9% | 11.5% | 11.6% | 12.0% | 12.0% |Return on Shr, Equily 13.0%
12.8% | 12.8% | 12.2% | 10.2% | 9.8% | 10.0% | 10.6% | 10.9% | 11.5% | 11.6% | 12.0% | 12.0% |Return on Com Equity E| 13.0%
MARKET CAP: $8.0 billlon {Mid Cap) 72% | 73% | 65% | 4.0% | 3.3% | 35% | 38% | 38% | 28% | 8.6% | 4.0% | 4.5% |RetainedtoComEq 55%
ELECTRIC OPERATING STATISTICS d4% | 43% | 47% | 61% | 67% | 64% | 64% | 67% | 76% | 69% | 73%( &1% |All Div'ds o NetProf 57%
¥, Change Fital Salss (4] ?ﬂ"? 204?3 Tﬂ BUSINESS: OGE Energy Corp. Is a helding company for Cklaho-  other, 10%. Generating sources: gas, 26%; coal, 21%; wind, 6%,
Mg, st Use NA NA NA | ma Gas and Electric Company (OG&E), which supplies electricity lo  purchasad, 48%. Fuel cosls: 58% of revenues. '21 reported depre-
A, st Aevs. per KIWH (g} 469 440 7.68 | 879,000 customers In Oklahoma (84% of electric revenues) and clation rate {utility): 2.68%. Has 2,200 employees. Chairman, Presl-
g;g;a?geﬂ.ga ) ﬁab{; " 4N3§ ng westem Arkansas (8%); wholesale Is (8%). Owns 3% of Energy denl and Chief Executive Officer: Sean Trauschka, incarporated:
Mwﬂln%lFTmr{ NA  NA  NA | Translers imited partnership units. Electric revenua breakdown: Oklahoma, Address: 321 North Harvey, P.O. Box 321, Okiahoma
h{.‘amgs[mmarsgrr«end] +1.0  +11  +1.4 | residenlial, 44%; commerclal, 26%; industrial, 11%; ciffield, 10%; Cily, OK 73101-0321, Tel.: 405-553-3000. Internet: www.oge,com,
Fied Chargo Cv, (1) 235 a5 a3 | OGE Energy’s utility subsidiary Iin ing margin pressures from rising interest
ANNUAL RATES Past Past Estd19-21 Oklahoma .ag:reed to a $30 million rates, along with depreciation rates and
ofchange fpersh)  10Yrs.  §V¥ra.  10'26°27 settlement in its general rate case. The pending rate reviews.
Revenues -3.0% 8.0% 55% | company initially requested a $164 million In the third quarter, OGE completed
E%?nsji‘! Fiow" ig'ég ig:ﬁ ég?,g increase which was reduced drastically by its transformation to an electric utili-
Dividonds go% 85% g3o% | the Oklahoma Corporation Commission ty, after selling its Energy Transfer
Book Value 65% B85% 55% | after regulatory hearings. The commission units. The exit from midstream operations
Cal- | CUARTERLY REVENUES 6 mil) | Fun is now considering spreading out monthly should reduce business risk and attract in-
endar |Mar31 Jun30 Sep.30 Dec.dt| Year | Price increases o $9.72 over a three to vestors as it becomes a pure-play electric
2019 14500 5137 7554 4725 |paalg| four year time frame, compared to the cur- utility. The natural gas midstream seg-
2020 | 4313 5035 7021 4854 o2 | rent two-year span to help mitigate the ment has long been a weakness, and the
2021 16306 6774 8644 5813 |a853.7 Hnlgact on customer b]lls AI'IEE.DSB.S, the exit should mprove performance-
2020 | 5803 8037 12708 5362 |3200 | utility implemented its new fuel rates These shares are ranked to mirror the
2023 | 600 800 1200 700 3300 | which went into effect on November 1st. broader market averages in the com-
ol EARNINGS PEA SHARE A Ful The increases will recover $40 million over ing _six_ to 12 months, Eguities in the
endar |Mar31 Jun30 Sep.30 Dec.31| Year | the mext 17 months, . utilties industry have faced immense pres-
2019 o4 50 1.2 26 | 204 We see earnings declining through gure as of late due to rising interest rates.
2000 | 22 51 104 30 | 208| 2023. Management continues to expect Rising Treasury yields are becoming more
09 | 96 56 12 27 | 238| long-term share-earnings growth of 5%-7% appealing to income-oriented investors,
2022 | 335 36 131 .25 | 225| annually, based off 2021 profits. (Exclud- challenging the attractiveness of the utili-
2023 32 33 125 .20 | 210| ing equity income.) For 2022, the company ty industry. As a result, the stock is down
Ca- | QUARTERLYDIVIDENDSPADBm | pyuy | €XPects share earnings in a range of $2.08- more than 5% in value since our last
endar [Mar31 Jun30 Sep.30 Dec.di]| Year $2.12 a share, Our full-year 2022 and 2023 report in .Sepl;c.emher. While total return
2018 | 2325 3325 335 365 | 156 bottom-line estimates are $2.26 a share potential is below average for the 18-
2019 | 385 385 365 388 | 148 (including equity income from Energy month and 3- to §-year period, these
2020 | 5875 13875 0875 4025 | 157 | Transfer stake), and $2.10 a share, respec- shares hold an attractive dividend yield
2021 | 4096 4005 4005 4 1.62 | tively. Wo have lowered our 2023 forecasts that is well above the utility ayerage.
2002 | At 4 4 e due to the macroeconomic climate, includ- Zachary J. Hodgkinson December 9, 2022
A} Diluted EPS. Excl, nonrecurring gains rounding, Next sarnings report dus late Feb. | mill, ad]. for spliL. (E) Rate base: Net origihal | Company's Financlal Strength A
losses): 15, (33g); 117, $1.18; '19, !%: ; '20, SB Div'ds historicaly paid in lale Jan,, Apr,, | cost, Rate allowed on com. eq. in OK in *19: Stock's Price Stability 85
szss&’m.suaa; '22, $1.06; gain on discont. | July, & Oct, » Div'd reinvesiment plan avall, F) 9.,5%; In AR In "18: 9.5%; samed on avg. com. | Price Growth Persistence 2%
ops.: '06, 20¢. '19 & ‘21 EPS don't sum due to | Incl, deferred charges, In '21: $6,15/sh, (D) In | eq,, '21: 12.7%. Regulatory Climate; Average. | Earnings Prediciability 95
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RECENT PiE Tralling: 8.2} | RELATIVE oivD 0
OTTER TAIL CORP.nooorn " 57.42 1 10.3 Gt )i 0637 2.9% el
THELNESS 2 maiinz | floh:| 235] 282] 18) 27| 4l a6l 7] etsl 77l seel ZU7T ez TAIgoL prios Hane
SAFETY 2 Pasd@i716 | LEGENDS
=— 2040 x Dividends p sh :
TECHNICAL 2 Loverod 12022 | - Hahaiva Pico Sironghn - 160
BETA 85 (1.00=Market) S o it saodsalon - %
18-Month Target Price Range L | I— — 80
Low-High  Midpolnt (% to Mid) - ',.l' it e 80
$564111  $04 (45%) L R e e B 0
ﬁ o FIiﬁ:]EEIIn lg 4Lt 1 M| iy v
2 Ann'l Total L T ""ig",;,, ' 30
Price Galn =~ Retum iy, fiihy ! : 29
P W I -k . :
Inslltutlona:zbecall::;ns ot = b, e oy ottt et v R - %TOT;}FEEE(TUH::EJ"ﬁ
W T I8 S bbo il ” I ; i fy, 114 134 [
to8s 87 103 05| taded 3 f aw. 204 358 [
| Hisios) 19574 20044 20598 Sy 830 456 .
2006 | 2007 | 2008 | 2009 | 2010 | 2011 [ 2012 [2013 [2014 2015 2016 [2017 [2018 [2019 2020 | 2021 [ 2022 | 2023 | SVALUELWE PUB. LLC[25-27
9743| 4150| 37.08| 2908 | 81.08( 2986 | 2376 | 24.63 | 2148 | 2060 | 2042 [ 2147 | 2310 | 2280 | 21.46 | 2880 | 3545| 29.35 |Revenues persh 32.25
339| ©855| 281 276, 260 296| &7 | 302| 309 814 | 844 370 | 96| 41 428 | 646| 7.75| .60 "CashFlow" persh 6,75
168 178] 109 i} 38 45| 105 137 155( 156 | 160| 186 | 206| 217 | 234| 423| 660 475 |Eanings persh A 3.75
18] 7] 1498] 149 149 1A9( 1484 149 121 123 126 128 134 | 140 148| 156| 4.65| 1.76 |Div'd Decl'd persh B 220
285| G43| 75| 45| 23| 204 320| 453 4AD| 423 410 | 3.35| 266 | 516| ©896| 44| 4.95| 580 Cap'l Spending per sh 6.25
1667 | 1756| 1914 | 1878 | 17.67 | 1583| 1443 1475 | 1630 | 1698 | 17.03 | 17.62 | 18.38 | 19.46 | 25.00 | 2384 | 27.55| 29.60 |Book Value persh & 34.25
2952 | D985 | 35.08| 9581 36.00| 96.10] 3617 | a6.27 | 3720 | 47.86 | 30.35 | 2058 | 39,00 | 4016 | 4147 | 4156| 41.75| 41,80 |Common Shs Outstg® | 4250
73| 190 8¢1} 812 NMF] NMF| 217 211 88| 82| 202 221| 22| 235 | 183 | 12.3 | Boid figlres are Avg Ann'TPJE Raflo 17.5
B 1w 181 208 NMF| NMF| 138 119 89 82 106 141] 120 125 84 66| Valuellioe | Relative P/E Ratio 95
39% | 85% | 36% | 54% | 57% | 58% | 52% | 41% | 41% | 43% | 39% | at% | 20% | 27% | 85% ) s0% | ™S \avoawiDivdYield | 34%
CAPITAL STRUCTURE as of 9/30/22 8592 | 8983 | 7993 | 7798 | BO35 | 8464 | 9164 | D185 | 8901 | 1196.8 | 1460 | 1230 |Revenves ($mill) 1370
Total Debt $823.8 mil. Due In5 Yrs $207.8 mill, 300| 502 568 | 586 | 620 739| 623 | 868 | 959! 1768 | 250 | 200 [Net Profit ($mil) 165
hTT'f:l:'r:ﬁaﬁmg]-g? )'-T'““’“’"W oL 52% | 21.3% | 226% | 21.0% | 265% | 255% | 15.0% | 16.7% | 174% | 16.9% | 20.0% | 20.0% [Icome Tax Rate 20.0%
PO 1.7% | 58% | 30% | 35% | 20% | 23% | 41% | 49% | 64% 8% | 1.0% | 3.0% [AFUDC % to Net Profit 4.0%
Leases, UncapRalized Annual rantals $5.0 mil. | 44.0% | 42.1% | 465% | 424% | 43.0% | 41.3% | 44.7% | 46.9% | 41.8% | 42.6% | 47.6% | 47.6% |Long-Term Debt Ratlo | 425%
Penslon Assets-12/21 $387.2 mill. 54.4% | 57.9% | 53.6% | 67.6% | 67.0% | 58.7% | 55.3% |53.1% | 58.2% | 57.4% | 56.5% | 58.5% |Comman Equity Ratlo 57.5%
Obllg $416.7 mill. [~ 8502 | 9244 | 10713 | 10610 | 11754 | 1187.3 | 12180 | 1471.1 | 14954 | 17268 | 1975| 2140 Total CapHal {$mill) 2525
Pfd Stock None 10495 | 1167.0 | 12685 | 13878 | 14772 | 15396 | 15811 | 17508 | 20483 | 21246 | 2210 2355 |Net Plant ($mil) 2700
as of 10/25/22 13% | 84% | 99% | 97% | 9.3% | 10.6% | 11.3% | 11.1% | 11.0% | 17.8% | 19.5% | 13.5% |Return on Shr, Equity & | 11.5%
73% | 93% | 99% | 9.7% | 9.9% | 10.6% | 11.9% | 11.1% | 19.0% | 17.8% | 19.5% | 13.5% Return on Com Eguity 11.5%
MARKET CAP: $2.4 billion (Mid Cap) NMF | 12% | 22% | 20% | 2% | 88% | 40% | 40% | 4.1% | 11.3% | 13.5% | 7.5% Retained toCom Eq 5.0%
ELECTRIC OPERATING STATISTICS 193% | B7% | 78% | 79% | 78% [ 60% | 65% | B4% | 63% | 37% | 31% | 4% Al Div'ds to Net Prof 57%
54 Changs Pl Sles (K94 2“_13 23323 2(5_2; BUSINESS: Otter Tall Corporation is the parent of Otier Tall Powsr  costs: 10% of revenuss. Also has operalions In manufacturing and
g, m,&g[u% NA NA NA | Company, which supplies slectricity to 133,000 customers In  plaslics (62% of '21 operating income}, *21 deprec. rale: 2.9%, Has
g, Idust, Fle'rs.mr i NA NA NA | Minnesota (52% of rolall elecirlc revenues), North Dakota (38%), 2,500 employees, Chairman: Nathan |, Partain, Presidert & CEO:
Sy of St NA  NA  NA | and South Dakola {10%). Elestic rov, broakdown: residential, 32%;  Gharles S, MacFarlane, inc.: Minnesota. Address: 215 Soulh Ces-
ArqunlLoad Fagor NA  NA N | commerclal & farms, 36%; Industral, 30%; other, 2%. Generating cade SL, P.O, Box 496, Fergus Falls, Minnesota 56538-0496. Tel.:
% Charge Custemas %1 NA NA | sources: coal, 38%; wind & olher, 18%; purchased, 44%. Fuel 866-410-8780. Internet: voww.ottertail.com,
Fite Chage Cov. (%) 407 405 51 | Shares of Otter Tail have declined sig- ment, as mentioned, despite lower-than-
ANNUAL RATES Paal Past Estd 16721 nificantly in value since our Septem- expected sales volumes.
ofchange [persh)  10Yrs.  BVrs.  lo'25” ber report. The stock price has dropped The company remains committed to
Revenues 20% 30%  50% | more than 25%, compared to a 10% decline its long-term annual earnings growth
E%!a‘f[f" Flow" 15% _Ig»g‘;'t i'g?;f; in XLU shares (an S&P utility sector fund) rate target of 5%-7%, using 2024 as the
Dividends 20% 40% 70% | over that interim. In fact, in that time base year. While this is certainly in the
Book Valuo 20% 60% 8.0% Spa'fl'lj the utility ftuﬁnel;i in the worst- cards, we expect Eﬂe bottom-]imi to decll?']ne
performance out of all the companies ecov~- next year as conditions normalize within
S Lt nsd Sopo0 bucat| vk | ered by Value Line in the Electric Utility the uiility's Plastics division. We are look-
2019 2460 2202 2286 2157 | 9135 (Central) Industry. Too, management is ing for 2023 full-year earnings of $4.75 a
2020 234:? 1928 235:3 22&:3 590'1 concerned ab‘out I!ear-tﬁrm _prcspects be- Share- .
2021 |2617 2856 23163 3332 [11g6e | cause of resin price reductions and the Otter Tail shares are best suited for
2022 13749 4000 3839 321.2 |1480 | weakening home improvement market. accounts with a short-to-intermediate
2023 (820 315 300 295 1230 | The company lowered its 2022 share- investment horizom. The stock currently
Cal- EARNINGS PER SHARE A Fun | €8rnings target from $6.83-$7.13 to $6.42- carries our Timeliness rank of 2, making 1t
ondar |Mar31 Jun30 Sep.30 Dec.d1| Yeer | $6.72. The Plastics segment, which has a strong selection for the next six to 12
2019 % 3 6 5 | 217 lpeen a main driver for earnings recently, months. Too, given the 'a_forement.ioned
200 | 60 42 87 45 | 224 | is facing a slowdown in PVC pipe demand drop in its value, the utility now offers
200 | 73 101 128 123 | 423| that will likely continue to hurt profits in much stronger capital appreciation poten-
202 | 172 205 201 .82 | 660| the future. Sales volume decreased by 15% tial. The midpoint of our 18-month Target
2023 | 140 135 120 .80 | 475| in the t};ird-quartarddue to the headwinds Price Range represen(tjs a 4«'{% premium to
: Bm previously mentioned. its current price, Capital appreciation
eﬁg;, hg?;:iﬁil:géﬂg?:gﬂﬂgem1 .Fe":', Nevertheless, the company delivered potential out fo 2025-2027 is not appealing
2018 | 335 3% 8% 835 | 144 strong financial rt?sults in the third as these shares remain within our 3- to b-
2019 | 35 B % 3% 149 | quarter. Share earnings grew about 60% year estimate. This stock also offers a
20 | 5 % 8 5 14g| year over year, while revenues increased yield of 2.9%, which is just below-average
o021 | A8 39 39 A9 156 | 21% over that span. Performance was well for a utility.
2002 | 4125 4125 4195 4125 rounded, highlighted by the Plastics seg- Zachary J. Hodghinson December 9, 2022
fA} DI, EPS. Excl, nonrec, gains (lossy: '10, | EPS may not sum due!orounding. Next sam- [DJ In mifl. (E) Rate al'd on com. eq. In MN in comr‘mnx's Financial Strength A
44g3 "1, 28¢; '13, 2¢; ?Ins (iossasl from ings report due eary Feb, B&Bclvds histor. pd. | ‘22: 9.48%; in ND in '18: 8.77%; in SDin '19: | Stock's Price Stabifity 100
($1.11Y; "12, (§1.22); .= Div'd reiny. | 8.75%; eamnad on avg, com. eq., '21: 19.2%. | Prico Growth Persistence 70

avail, (C} Incl. intang. In '21: $4.14/sh.

] Earnlngs Predictabllity
u'?fédﬁ To subscribe call 1-800-VALUELINE




REGENT Tralling: 15.7} | RELATIVE VD
PORTLAND GENERAL NYSE-pOr  |PRICE 42-17 RATIO 14 4‘(I112tllaﬁj 13.0) P/E RATIO 0-98 YLD 4-4%%:
R 33, 3 i J A 5 i
THENESS 3 oz | 1] 9] 1] SaT BT 4101 2] i sl el mir il o0 et Brke Fange
SAFETY 2 Reised W21 LEGENDS
— 286 x Dlvidends p sh 5 128
TECHNCAL 1 Rossdopsnz | .. Peatia Prce Stengt
BETA 46 {1.00=Markel) OBhodd won inccat i - U o— o
18-Month Target Price Range ) — R e
Low-High Midpoint {% to Mid) TP AR FPPPLLLL e ;!#@m“j“"“‘”""?; p
$44470 57 (35%) R P LT LT, I 2
202527 PROJECTIONS_ | SR T L ; 24
. Ann'l Totalg) sy ! 2
Price. Gain  Return = | e e b . Tt T T 16
v 52 [i30%) 7% |- RO P M AT Ll (2 2 12
e st
institutional Decisions | e [ s
e AR 0 | pereent 21 L . | i sTocK DX
wgz 149 178 181 | ghares 14 i ] ;vr- 42 g2 [
to el 141 142 153 | yaded 7 w141 240
Hids{®)} 81443 82074 808213 Byr 12.8 328
2006 | 2007 | 2008 | 2009 | 2010 | 2011 [ 2012 2013 |2014 |2015 |2016 [2017 |2018 [2019 | 2020 [2021 [2022 [2023 [ ©VALUE LINE PUB. LLC|25-27
2482| 2787| 27.89| 2399 2357 | 2406| 2389 2318 | 2429 | 2138 | 2162 | 2254 | 2230 | 2375 | 2396 | 2680 | 27.95| 26.20 |Revenues persh s
464| B2 | 471| 407( 482 486| 615) 493) 608| 637( 678 | 616 685| 697 | 7.83( 7.25| 7.60| 8.05|“Cash Flow” persh 9.40
114 233 1391 13 166 185\ 187 177 218 204 216 229| 237 | 239 276| 272| 280| 295|Eamingspersh A 345
£8 83 871 101 104 106] 108 190| f12] 118| 126| 134 | 143| 162 | 18| 170| 179| 189 |DivdDecidpershBui| 224
594| 728 6.92| 25| 587| 088| 401 | 840 1287 673 657 577| 6467 | 678 | 876 ZAT| 785 | 755 |CaplSpending persh | 760 |
1956 | 2106 | 2184 | 2050 | 2104 | 2207 | 2287 | 2330 | 2443 | 2548 | 2635 | 271 | 2607 | 2899 | 29.18| 3028 | 31.25 | 32,35 |Book Value persh © 35.80
B250| 6253 | 6258| 7521| 75.32| 7536 7550 7800 | 7823 | 8879 | 8805 | 8911 | €927 | 8935 | 4954 | 6941 | 69.50 | 89.50 |CommonShs Outst'g D | 89.50
24| N9| 163 14| 120 124 V40| 168| 63| 177 | (81| 200 | 184 | 223 | 68| 17.7 | Bokd fighres are |Avg ANl PJE Ratlo 18.5
1.26 83 98 86 76 .78 88 95 81 B2 100 1.0 8| 118 85 45| Vaeilne  (Relative P/E Ratio 1.05
25% | 33%| 43%| 54% | 52% | 44% | 1% | 37% | 33% | 83% | 81% | 20% | 3% | 20% | as% | 25% | """ |agAmiDivaview | 25%
%PI%?QETQTE Es 0:81;!%!225136 " 1805.0 | 1810.0 | 1900.0 | 1896,0 | 1923.0 | 2009.0 | 19910 | 2123.0 | 21450 | 2396.0 | 2450 | 2525 |Revenuss (Smlll 2750
A mifl. Uiie lrt b Yrs i, 141.0 | 1370 | 1750 | 1720 | 1930 | 204.0 | 2120 | 2140 | 247.0| 2440 250 | 266 |Net Profit (Smill} 310
D O, oy amerestS120 Wil | “5745, [ 232% [ 26.0% | 20.7% | 206% | 259% | 74% | 112% | 124% | 8% | 17.5% | 17,6% [Ivcome Tax Rate 17.5%
(Tofal Intrest Coverage: .05 7.4% | 146% | 837% | 198% | 16.6% | 88% | 8.0% | 7.0% | 97% | 102% | 10.0% | 6.0% [AFUDC%toNetProfit | 80%
Leases, Uncapitallzed Annual rantals $4 mill 47,1% | 51.9% | 627% | 47.8% | 4BA% | 50.1% | 465% | 51.3% | 53.6% | 56.8% | 55.5% | §6.0% |Long-Term DebiRatle | 57.5%
Penslon Assets-12/21 $800 mill. 529% | 48.7% | 47.3% | 62.2% | 51.6% | 49.9% | 53.6% |48.7% | 464% | 43.2% | 44.5% | 44.0% |Common Equity Ratlo 42.5%
Oblig $972 mill. "3964.,0 | 3736.0 | 40370 | 43290 | 45440 | 4642.0 | 46840 | 5323.0 | 6628.0 | 6265.0 | 6315 | 6565 |Total Capital (Smill 7576
Pid Stack None 4392.0 | 4880.0 | 56790 | 6012.0 | 64340 | 67410 | 5887.0 | 7161.0 | 7599.0 | 80050 | 8260 | 8480 |Net Plant (§rmill 9000
Common Stock 89,242,847 shs. 69% | 5.1% | 58% | 54% | 5% | 55% | 58% | 51% | 56% | 49% | 60% 50% [RetnonTotalCapl | 50%
as of 7/21/22 B2% | 75% | 92% | 76% | 82% | 84% | 85% | 83% | 05% | 00% | 9.0% | 2.0% [Return on Shr. Equlty 9.5%
82% | 75% | 92% | 78% | 82% | 84% | B5% | 83% | 95% | 640% | 9.0% | 9.0% |Returnon Com Equlty E| 9.5%
MARKET CAP: $3.8 billlon (Mld Cap) 35% [ 29% | 46% | 33% | 35% | 36% | 35% | 1% | Af%| 35% | %0%| 35% Retainedio ComEq 3.5%
ELECTRIC OPERATING STATISTICS 57% | 61% ( 50% | 6% | 57% | 58% | 59% | €3% | 57% | €1% | 64% | 64% |All Div'ds to Net Prof 65%
% b me%m] 20112 222.') 2,,“52{ BUSINESS: Portland General Electric Company {PGE) provides  Generaling sources: gas, 37%; wind, 9%; coal, 8%: hydro, 4%; pur-
uﬁ 17827 18472 20002 | electricity to 917,000 cusiomers in 61 cies In & 4,000-square-mile  chased, 42%, Fuel cosls: 34% of revenues. '21 reported deprecia-
h:g Indusst, Rm er {8} 475 489 522 | area of Oregon, Inciuding Portlend and Salem {population: 1.9 mil-  tion rate: 3.4%, Has 2,800 fullk-time employees, Chairman: Jack E.
Cﬂlﬂb‘ﬂl Peal 3?%5‘\ 3?'%? 44’:'1? lion). The company s In the process of decommissioning the Trojan  Davis, President and Chisf Execulive Officer; Marla M. Pope. In-
Mmdlmd Factor NA NA MA | nuclear plant, which it closed in 1993. Electric revenue breakdown:  corporatod: Oregon. Address: 121 S.W. Salmon Streef, Portland,
% Change Custames iyr-anc) .1 +1.5 +.6 | residentlal, 47%; commercial, 29%: Industrial, 11%; other, 13%. OR 97204. Tel.: 503-464-8000, Inteinel; www.portiandgeneral.com,
Fae Charge Cov 1) 265 187 op1 | Portland General Electric (PGE) is the winning bidders by year end.
ANNUAL RATES Past  Past Estd'o21| Pavimg a good year, prompting man- PGE leadership’s long-term earnings
otchange fperst) 10V, 5Ws. to'szr | agement to lift guidance. To briefly growth target of 4%-6% looks achiev-
ovenues 05% 20 35% | recap, PGE received its general rate case able. Next year will benefit from a full
ECaSh Flow” gg& ig‘;‘g f{% decigion from OPUC (Oregon Public Utili- year of rate relief against an easy com-
Dﬂg@ﬁdss 25% 60% 604 |ty Commission) in late April, authorizing a parison. From 2023 out to mid-decade
Book Value 85% 30% 35% | 3.2% price hike, And during the first half we're projecting a 5.6% growth rate in
Cal- | QUARTERLY REVENUES (S mil) Fall of the year, the company profited from earnings, Accelerating load growth,
endar |Mar3! Jun30 Sep.30 Decdt| Year higher retail energy deliveries, due to con- thanks to the healthy economy of the utili-
2019 | 5730 4600 5420 5480 [pizso | hnued growth in industrial demand in- ty’s service territory, where there is a vi-
2000 | 5730 4890 5470 5560 |40 | cluding high-tech and digital customers. brant tech sector, is a key factor.
2021 | 6090 5370 6420 6080 {23060 | PGE revised its 2022 G -based share- The board of directors raised the pay-
2022 {6260 5910 633 600 |50 | earnmings guidance up by a dime on both out 5.2% this year. PGE targets a long-
2023 | 645 580 660 640 [2525 | sides of the range, to $2 60-$2.75. Our es- term growth rate of 6%-7% and a payout
Cal- EARNINGS PER SHARE A Fuy | timate is higher, as we're excluding defer- ratio of 80%-70%. Our projections assume
ondar |Mar3! Jun30 Sep30 Decdl| Year | ral reductions related to year ended 2020.  a 6% rate of growth to mid-decade.
2000 | 82 28 6l 8 | 230| Dhe utility is still awaiting finalized Utility investors may want to consider
2020 | 81 43 84 57 | 275| decisions on its RFP (request for pro- this issue for a long-term holding.
200 | 107 36 56 73 | 272| posals), PGE wants to add at least 375 to Neutrally ranked PGE offers a healthy
2002 | 67 2 65 .76 | 280! BO0 megawatts of renewables and dividend yield that's 40 basis points above
2023 | 80 65 .70 .80 | 295 “nonemitting” capacity. In July, OPUC  the electric utility median. is despite
Cal- | QUARTERLYDIVIDENDSPAIDBwt | puy | 2cknowledged PGE'’s submitted shortlist of EPS and dividend growth rates being
endar | Mar31 Jun30 Sep30 Decat| Year | bids in the pending REP. The proposals decently above the industry averages.
2018 | 34 34 3695 3625 | 147 provide various combinations of wind, Market weakness has the stock down 13%
o019 | 2695 3625 385 485 | 150 solar, and battery storage eptions that in- since our July report, and near the bottom
2020 | 385 385 285 4075 | 156 clude power purchase agreements along of our 18-month Target Price Range,
2001 | 4075 4075 43 48 168 | with company-owned resources. The goal thereby offering solid recovery potential.
2020 | A3 A3 4BDE 4575 remaing for conbracts to be executed with Anthony J. Glennon October 21, 2022
(A} Diluted eamings. Excl. mnrecurr'ng {B) Dividends c‘pald mid-Jan., Apr., July, and | $5.96/sh, (D) In mill, mEan "s Financial Strength Bt
s)‘&usﬁesi 13, (42¢); '17, (19¢}; ‘20, | Ocl. = Dividend reinvesiment pian avallable. T | (E} Rale base: Net original cost. Rate allowed ! Stock's Price Stability 90
$1.03); °22, {146}, Nexl samings report due | Sharehalder invesimenl plan available, on common equity in '22: 9.5%. Regulatory | Price Growih Persistance 65
October 25th {C) Incl. deferred charges. In "21: $533 mill, | Climate: Averags. Earnings Predictablllty 95
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RECENT PIE Tralling: 17.3 } | RELATIVE DIvD 0
SOUTHERN COMPANY wse.r [REF 65,48 19 5(..me. B 12770 4% N |
TWELNESS 3 Leos e | [ | 18] s88[ f877 wTa el sel sl fod| wal 7111 @al @ Targe Price lange
SMETY 2 Lwssdstild | LEGENDS
— 23,3 x Dividonds p sh
TECHNICAL 1 Ralsed 0202 g0 e Stgh : 180
BETA 95 (1.00=Market) adad area Indi i T :i%
18-Month Target Price Range i s s 8
Low-High Midpolnt (% to Mid) . ];!I'.Im' prilestd pille-- | be.... LLLLLI)
$57401  $74 (15%) e T LTI LT, A N YT -
WP-'EI'T: R ¢ 30
Al Total [or o Lo, _
Price  Galn  Relun ", . il I 20
Institutional Decislons R mm;’:,g"“ﬂﬁ:
iy e 10 T il : T iy, 92 i34
foSell 563 866 650 | yraded 6 aw, 170 &8 [
HIFs{000) 843341 667082 662355 i Byr. 650 458 |
2006 | 2007 | 2008 | 2009 | 2010 [ 2011 [ 2012 [2013 |2014 2015 [2016 |2017 |2018 [2019 [2020 [2021 | 2022 (2023 | ©VALUE LINE PUB, LLC|25-27
1924 2012 2204 | 1921 | 2070 | 2041| 19.06 | 19,26 | 2034 | 19.18 | 2000 | 2286 | 2273 2034 | 1220 | 2180 24.30| 24.85 |Revenues persh 2875
401 422 443| 443| 451 45| 518| 527| 528 547) 569 | 664 | 641 €33 | 658| 720| 730| 7.65|“CashFlow" per sh 925
210| 228| 225| 232| 236| 255| 267 270 277 | 284 | 283 321 300 a47| 325| 342| 355 anm Earnings per sh A 4.76
1h4) 160f 1.66) 173) 180| 187 14| 201| 208| 245| 222| 230| 238 | 245 | 25¢| 262| 270| 278|Dwd Decl'dpershBa 3.10
401 465| 510| 57| 485 523 554| 616 658 | 622 738 | 737 | 774 | 747 | 704| 6.83| 755| 7.65 Cap'T Spending per sh 7.50
1624 1623 | 17.08] 18.45) 19.21| 2032| 21.08 | 2143 | 21.98| 2259 | 2500 | 2398 | 2392 | 2641 | 2648 | 2630 | 27.05| 28.00 Book Value per sh © 3225
746.27 | 763.10 | 777.19 | B19.65 | 843.34 | 865.13 | 867.77 | 887.00 | 907.78 | G11.72 | 990,39 | 1607.6 | 10338 | 1053.3 | 1056.5 | 1060.0 | 1070.0 | 1070.0 Common Shs OulsPg O | 1070.0 |
62| 160 161 136| 149| 138| 17.0| 62| 160| 158 178 165 | 161 176 178 | 18.4 | Bold figures are | Avg ANl PJE Ratlo 16.5
87 85 87 .80 85 99| 1.08 41 B4 80 k2] 78 82 94 52| 1.00| |Valeline |Relative P/E Ratlo 80
46% | 44% | 46% | B5% | 5.1% | 48% | 43% | 46% | 47% | 48% | 44% | 48% | 53% | 44% | 44% | 42% Enlineios Avg Ann'l Div'd Yield 4.0%
CAPITAL STRUCTURE as of 9/30/22 16537 | 17087 | 18467 | 17489 | 19896 | 23041 | 23485 | 21419 | 20875 | 23113 | 26000 | 26600 Revenues ($mill) 30850
Total Debt $55066 mil. Due In§ Yrs $15427 mil. | 24159 | 2430.0 | 2567.0 | 2647.0 | 2757.0 | 3269.0 | 3095.0 | 364.0 | 3461.0 | 3670.0 | 3695 | 3875 |Net Profit ($min) 4960
LT Dobt $sier mil. LT Interest ST754mil. 3555 [ 34.8% | 336% | S34% | 265% | 252% | 21.3% | 159% | 143% | 16.3% | 75.0% | 75.0% [Income Tax Rato 15.0%
(LT nterast samed: 3.3x) 94% | 11.6% | 18.9% | 18.2% | 11.0% | 7.6% | 68% | 6.0% | 66% | 7.7% | 80% | 80% |AFUDC%toNetProfit | 6.0%
Leases, Uncapitallzed Annual rantals $307 mill. 49.9% | 51.5% | 49.5% | 52.8% | 61.5% | 64.6% | 62.0% |60.1% | 61.5% | 64.0% | 63.5% | 64.0% |Long-Term DebiRatio | 63.0%
Penslon Assets-12/21 $17225 milll, 47.8% | 458% | 47.3% | 440% | 35.7% | 350% | 37.6% | 305% | 38.1% | 35.6% | 36.0% | 36.0% |Comman Equlty Rallo 37.0%
) _ Obilg $16362 mill. | "35553 [ 41483 | 42142 | 46788 | 60359 | 66053 | 65750 | 69594 | 7336 | 78285 | 80550 | 83500 |Total Capital (Smil) 93500
m";‘g;‘ﬁﬁ;‘g o ?f;d(gﬁs::!::éd 48390 | 51208 | 54868 | 61114 | 78445 | 79872 | 80767 | 83080 | 87634 | 91108 | 95150 | 99350 |Net Plant ($mil) 110000
valio); 475,116 she, 4.2%-5.44% oum. pld, (6100 | 1% | B8% | 7.0% | 60% | 4% | 5.9% | 5.9% | 60% | 6%% | 56% | 5% | 5.5% RelumonTotalCapl | 6.5%
par}, 12.5% | 12.1% | 12.1% | 12.0% | 10.3% | 13.3% | 124% | 121% | 12.3% | 13.0% | 12.5% | 12.6% Redurn on Shr. Equity 14.5%
Common Stock 1,088,672,828 shs. 12.8% | 12.5% | 12.5% | 12.6% | 11.0% | 13.4% | 125% | 121% | 124% | 13.1% | 75.0% | 13.0% [Retura on Com Equity &| 14.5%
MARKET CAP: $71.3 blifion (Large Cap) 35% | 32%| 32% | 81% | 25% | 30% | 26% | 28% | 28% | 3.1%| 3.0% | 3.5% |Retalned fo ComEq 50%
ELECTRIC OPERATING STATISTICS 78% | Th% | 75% | 7% | TB% | 7% | V% | 77 | ve% | 7e% | 78% | 77% [Alf Div'ds to Net Prof &7%
Ralal Szlos 440 29313 2?523 “:ga BUSINESS: The Southem Company, through its subsidiaries, sup- Generaling sources; gas, 44%; coal, 20%:; nuclear, 16%; other,
| sk, Use (MAH 2947 NA NA | plies electricity to 4.4 mill, customers in GA, AL, and MS, Also has a  11%; purchased, 9%. Fuel costs: 29% ol revenues, '21 reporied
Am Indust. Hmpef # 603 NA  NA [ compefitve generation business. Acq'd AGL Resources (renamed  deprec, rates (Wllity): 2.7%-3.6%. Has 27,300 employoes. Chair-
(Sody 15}““"‘1’ ‘”ggg Hi Hg Southern Company Ges, 4.4 mill. cusiomers in GA, NJ, IL, VA, & man, President and CEO: Thomas A. Fanning, Inc.: Delaware, Ad-
MmaiLoanghﬁ 60.3 NA NA | TN) 7/18. Sold Gulf Power 1/19, Electric revenue breakdown: dress: 30 Ivan Allen Jr. Blvd, N.W., Allanta, Georgla 30308. Taf.:
scrargemsme:sEy Ferd) -89 .3 +1,5 | residential, 37%; commercial, 30%; industrial, 19%; other, 14%. 404-506-0747, Internel: www.scuthemcempany.com.
. Shares of Southern Company have business investments grew 237% com-
::Iﬁig:c:ﬁﬂs Past 28;351 257;‘5-,:_T:1 declined significantly in value since pared to 2021 levels.
afchanga {pwsh} 0. 5V, to's/ | our August report, along with many of The utility is making progress on add-
Revenu -« 5% 60% | its peers in the utilities industry. Al- ing units 3 and 4 at the site of the
'['_:%?ﬁlh Flow” ‘;-g?’g g‘g;'t g—g‘;‘g though utility stocks have far out- Vogtle station. Management expects unit
Do 35% 35% a35% | performed the broader market averages 3 fo be placed into service by the end of
Book Value 30% 25% 25% | this year, due to rising interest rates, it t.he firat quarter of 2023, and unit 4 is es-
Cal QUARTERLY REVENUES mil) 5 has been _the worst-performing sector of tjm_ated by the end of next year. The
endar [Mar31 Jun30 Sep30 Dec.d!| Year | the S&P 500 over the past month. How- project will greatly help the transition
2019 | 5412 5038 5995 4934 [2iaia| even Southern shares are outpacing their towards cleaner, more reliable energy and
2020 | 6018 4620 6620 5117 |20a7s | peers, as the company is up 5.5%, while bein carbon-free, as well as provide divi-
2021 | 5010 5198 6238 5767 | 23113 | the S&P Utility index is down nearly 2% dend and earnings growth moving for-
2032 [ 6648 7006 8378 3768 (26000 | this past year. ward, Construction timing will greatly in-
2023 | 6700 6700 7000 6200 | 26600 | The company delivered solid financial fluence growth and project delays could
Bk EARNINGS PER SHARE A Fay | Yesults in the fiscal third quarter cause future full-year estimates to be
endar |Mar31 Jun30 Sep.30 Dec31| vear | (ended September 30th). Southern lowered. )
018 | 75 8 125 32 | 37| posted earnings of $1.31 a share, a penny These shares are ranked to mirror the
2020 | 81 75 118 51 | 325| better than our estimate. Management ex- !n-oader market averages in the com-
221 | 109 67 122 44 | 342| pects adjusted full-year earnings to reach ing six to 12 months. The stock’s Timeli-
2022 | 97 107 131 .20 | 3.55| the high end of its range of $3.50 to $3.60, ness rank was lowered one notch to 3
2023 | 100 85 135 50 | 370 due to its solid first-half pcrfnrma.nce (Average). Capital-appreciation potential
Cal- | CUARTERLYDIVIDENDSPAD®= | pyy | Eligher retail pricing and increased usage over the next 18 months and 3 to 5 years
endar |Mar31 Jun30 Sep.30 Deci| Year | Of utilities were the main drivers in the does not stand out compared to the indus-
2018 | 58 60 60 60 298 period. Retail sales grew 1.8% year over try median. On the other hand, the shares
000 | 50 82 82 2 246 | year and Southern Company added 11,000 hold an Above Average (2) Safety rank,
a0 | 52 64 64 64 954 | electric and 8,000 gas customers in the and the dividend yield of 4.2% is above the
02 | 84 66 66 .65 sgo | quarter, Through the first three quarters utility average of about 3.7%.
2000 | 668 68 68 of 2022, job additions increased 170% and Zachary .J. Hodgkmson November 11, 2022
]Drruled EPS, Exel. nonvae, gain [Iosses} mid-Feb, JB] Div'ds pald in early Mar,, June, | FL, GA, orig. cost. Allowed refum on common y's Financial Strength A
9 (25¢); 13, (ﬁap '14 (59¢? '15, (25¢}; 16, | Sept,, anc Dec, = Div'd relnvesiment p!an ql biam:!aggi 12.5%; eamed on avg. com, eq., Slu 's Price Stabllity 95
28¢): 17, !$2 3?}, (78¢): 19, §1.30; '2!} a-.nall [Cf Incl. def'd charges, In "21: $19.83/sh. | '21: 12.8%. algtjlatory Climate: GA, AL Above | Price Grawlh Porsistence 45
17¢); '21, (54¢). Next aarrings raport dlie in {D} In mill. {(E} Rate base: AL, MS, fair value; | Average; MS, FL Average, Earnings Predictabllity
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XCEL ENERGY wo.e e 60.21 [fiw 18,8 (er i

RELATIVE 1 28 DIVD

2006 | 2007 ) 2008 | 2009 | 2010 | 2011 [ 2012 | 2013 | 2014 [2015 [2016 [2017 |2018 |2019

P/E RATIO YLD
High:| 27.8] 209 o1.8] 878[ 883| 454 522| 54.1| 861 | 764 729| 77.7
TMELINESS 3 Raet 2012 toa| 578| %23 268| 273 318| 852| 400| 415| 477 466| s72| s07 ng;t ;ggg R;gg;.
SAFETY 1 Rassisifis [ LEGENDS
—— 323 X Didends p sh - &
TECHNICAL 1 pasedtozizz |- Belave Pice Stongh - 6
BETA 80 (1,00 =Markel) adei are indical X ! 2
18-Month Target Price Range P LICTT STt
Low-High Midpoint % to id) m.--l.ﬁg@mﬂﬂw Y &
o # L 50
$64-499  $82 (35%) _‘_.—-r|-|-|-"|'|'|""" T 40
[~ 202527 PROJECTIONS | e PR AL T 3 30
Ann'l Total wril! L ITTAYLALH L P D 7
Price Galn  Retun | ., "™ i S 5
{90 [@g;&} 18% Pl = e T e, K S e
on £ yegtte LM o _'.-.,.- w Ly : ...“. 2 s '“. L
Institutional DsTIsIons b ; . %702}%5:%{:%,
Xy foHm  0MR : i
By 449 458 453 | ecent 30 ) iy, 53 82 I
fo 8¢ 338 340 368 | yaded 10 i ! 3yn 70 241
Hife(000) 413782 418018 424673 gy, 658 329

2020 2021 {2022 [ 2023 | ©VALUE LINE PUB.LLC[25-27

16| 2340 2469| 2108 | 2138 | 2190 | 2078 | 2192 2311 | 2172 | 2180 | 2246 | 2244 | 2198
361| 845| O850( 348| 351| 379 400 410| 428| 456 | BC4| 547 | 5S2| 826
186| 135) 148 140 158| 172| 185 181 203| 210| 220 | 230( 247 264

88 1 94 S7( 100 03] 1.07] 10| 120 128 136! 144 | 152) 142

2145 | 2469 2690
661 | 7.08| 775
270 29| 315
trd| 18] 19

26.35 | Revenues per sh 26.50
8.30 |"Cash Flow" per sh 10.00
3.35 |Eamnings per sh A 4.00

2.08 |Div'd DocPd pershBa=} | 250

T00| 489 466 3&1| 4d60| 453| 5627| 682 ©643| 726| 642 654| 770| 805
1428 | 1470 | 1535 1582 1876 1744 48191 1821 | 2020 2080 | 2173 | 2256 | 2378 | 2524

2712 ) 2870 | 3015

808 780 965 9.0 |CapTSpending persh 900

31.65 [Book Value per sh © 37.00

407.30 | 428.78 | 46378 | 457.51 | 482.33 | 486.49 | 48796 | 497.97 | 505.73 | 507.54 | 507.22 | 607.76 | 514,04 | 524.54

53744 | 544,03 | 847.00 | 550.00 |Common Shs Oulstg © | 561.00

18] 7| 7| 27| 141 12| 148 150 164 165| 185 | 202 | 188 | 223 | 23| 225 | Boid figlres are |AVg ANNTPIE Rallo 200
80 89| 2| 85| 90| 9 94| 84| stf 3| 97| 12| 10| 99| 123| 23| Vawelme  |Relative P/E Ratlo 110
A% A0%| AT%| 6% | 45% | 42% | 39% | 80% | 38% | 37% | 83% | 81% | 33% | 27% | 26% | 28% | U |avg At Divd Yiekl 3.9%
CAPITAL STRUCTURE as of 6/30/22 _ 10128 | 10915 | 11686 | 11024 | 11107 | 11404 | 11537 | 11520 | 11628 | 13431 | 14175 | 14500 |Revenues (§mill 16000
Tolal Debt $23092 mil. Due in 5 Yrs $4911 mill, | o052 | 0482 | 1021.3 | 10636 | 11234 | 1174.0 | 1261.0 | 15720 | 14730 | 1597.0 | 1720 | 1855 |Net Profit ($mit) 2260
:ﬂ;f’ggg%ﬁuﬁaﬂl LT Interest §209 mil, 33.2% | 53.8% | 339% | 956% | 34.1% | 30.7% | 126% | 85% | 8% | --| NMF| NHF [Income Tax Rate NHF
(Total Iterest cwe,age“m: zsg'x} 108% | 184% | 126% | 7.7% | 7.8% | 94% | 124% | 8% | 107% | 62% | 70% | 60% |AFUDC %toNetProfit | 50%

633% | 53.3% | 630% | b4.1% | 66.3% | 559% | 504% | 66.8% | 57.4% | 58.2% | 56.0% | 68.0% |Long-Term DebtRallo | 58.0%
Leases, Uncapitalized Annual rentals $69 mill. 46.7% | 46.7% | 47.0% | 45.9% | 43.7% | 44.1% | 436% | 43.2% | 42.6% | 41.8% | 42.0% | 42.0% |Common Equity Ratio | 42.0%
Penslon Assels-12/21 $3670 mil. 19018 | 20477 | 21714'| 23092 | 25216 | 25975 | 28025 | 30645 | 34220 | 37381 | 39150 | 41600 |Total Capital (Smill 49200
B0 ons Obllg $3718 miN. | aaa00 | 26122 | 28757 | 31206 | 32842 | 34129 | 36044 | 30483 | 42950 | 45457 | 48225 | 50475 |Net Prant (Sl 57000

61% | 6.0% [ 60% | 58% | 57% | 58% | 57% | 56% | 54% | 58% | 55% | 5.5% |Returnon Total Cap! 55%
Common Stock 546,991,330 shs. 102% [ 98% | 100% | 10.0% | 10.2% | 10.2% |103% | 104% | 10.1% | 102% | 10.6% | 10.5% |Return on Shr, Equity 11.0%
as of 7121/22 10.2% | 9.9% | 100% | 10.0% | 10.2% | 102% | 10.3% | 104% | 104% | 10.2% | 10.5% | 10.5% |Relurn on Com Equity €| 11.0%
MARKET CAP: §32.9 blilion (Large Cap) 47% | 45% | 45% | 4.0% | 40% [ 39% [ 4% | 44% | 42% [ 42% | 40% | 4.0% |Retalnedto ComEq 4.0%
ELECTRIC OPERATING STATISTICS 54% | 54% | 55% | 67% | 1% | 62% | 58% | 58% | 58% | 59% | 62% | 62% |All Div'ds to Net Prof 62%

2019 2020 2021 -
il z g BUSINESS: Xcel Energy Inc. is the parent of Noihem States
mﬁé\fﬁwm i A ER KA | Power Company (NSP), which suppies leciicity to MN, Wi, ND,

revenue breakdown: resldential, 31%; small comn?l & Ind'l, 36%;
large comm & indl, 18%; olher, 16%. Generating sources not

avallable. Fuel costs: 43%

Usa (MWH N NA
i.a.rgec&IRm[. )!WH[:} 596 578 6.80 | SD & Ml & gas to MN, Wi, ND & MI; Public Service Company of
i ﬁﬁi‘iﬂ -, i 1'1% ; ga'é% j sari'g Colorade (PSCo}, which supplies efectriclty & gas to CO; & South-  3.5%. Has 11,300 employees. Chrmn; Ben Fowke, Pres, & CEO:
Anrual Lo Falar NA NA NA | Westem Public Service Company (SPS), which supplles electriclty  Bob Frenzel. Inc.: MN, Address: 414 Nicollst Mall, Minneapclis, MN
$ Ghanga Customars fyr-ond) +1.0 NA NA | to TX and NM. Cuslomers: 3,7 mill, electric, 2.1 mill, gas. Electric 55401, Tel.: 612-330-5500. Intemet: wew.xcelenargy.com.

of revenues, ‘21 reported depreo. rale:

Fied Crage v, P 272 o520 o262 | At Xeel Egergy, rate relief should con-

- warpy| Hinue to drive steady earnings gains.
am‘,‘g'hﬁﬁ‘sﬁes 1;‘;?; :\?;t_ Es:odu;}!?m Upecoming price hikes will be largely due
Havenues % 40% |to the approval of renewable-energy

W2 ie ¥
sh Flow” 65% 78%  70% | projects inclusion in the rate base, for
Eamings §0% 60%  60% | \which regulated utilities are allowed to
Dividends 55%  6.0% 6.5% ! 2
Book Value 50% 50% 55% | earn a specified reburn on equity (ROE).

The company is also effectively controlling
eﬁga-r ma%’;mﬁﬂaﬁwéﬁﬁﬁﬁﬁm YF:; costs despite inflationary headwinds. Our
010 | 8141 2577 2013 2798 111520 2q22 earnings estimate remains at the
2020 | 2811 2586 3182 2047 |iyso6 | Midpoint of Xcel's reaffirmed guidance of
2021 | 3541 8068 3467 4355 [13431 $8.10-$3.20 per share, given that first-half
2022 | 3751 3424 3800 3fo0 |14175 | results were in line with expectations,
2023 | 3875 3450 4000 3175 |14500 | (Fintering this year our first-half share-net
Cal- EARNINGS PER SHARE A Fan | €Stimate tally was $1.38; Xcel earned
endar |Mar31 Jun30 Sep30 Decdt| Year | $1.80 per share) Meanwhile, our projec-
2019 | 61 B 101 56 | 2g4| tions for 6%-6.6% dpmﬁt gains in 2023 and
00 | 55 54 114 54 | o79| beyond are based on the same factors.
2021 | 67 58 113 58 | 296| Namely, growing the rate base at its utili-
202 ( 70 60 123 .82 | 315| by subsidiaries as Xeel works with its reg-
2008 | 75 65 130 65 | 335| ulatory commissions to bring about a
Cal- | QUARTERLYDNIDENDSPAIDBwt | ryy | Breem-energy future, Company leadership

has a stated earnings and dividend growth
nd ; A p.30 Dec.31| Y oo A
azmt;r M;.r631 J|.|3|';330 Seaﬂ(iﬂ P - le;é objective of 6%-7% and a solid track record

; that underscores its goal (see Annual
gg;g ggs ,;135 335 ;gs :gg Rates box). Notably, a consistently solid
2001 | 43 4575 4575 4575 | 180 | ROE has been delivered during both good

Xcel has numerous renewable-ener
proposals up for review. The Colorado
commission approved Xcel's resource plan,
which includes about 4,000 megawatts
(mw) of renewable (e.g.,, wind and solar)
additions and the conversion of a major
plant from coal to natural gas. This is in
addition to the approved Minnesota plan,
which adds 6,000 mw of renewables.
RFPz {(request for proposals) are being
filed and commisgion decisions on the finer
details are expected in the second half of
next year. In the electric-vehicle (EV)

arena, Xcel is ma

to power 1.5 million EVs by 2030. It filed
transportation plans in Minnesota and

Wisconsin in the

pany is looking to acecelerate EV adoption
through the development of high-speed
public charging infrastructure in partner-
ship with its states.

This high-quality issue offers utility

investors solid

year total returns. Its valuation is down
14% since our July report. The stock has

significant recove

point of our 18-month Target Price Range.

king progress on its goal

third quarter. The com-

risk-adjusted 3- to 5-

ry potential to the mid-

2022 | 4576 4875 4875 4875 and difficult economic times. Anthony J, Glennon October 21, 2022
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EXHIBIT JAC-A
Changes to FOMC Targeted Federal Funds Rate, 2006-2022



Tucson Electric Power Company
Test Year Ended December 31, 2021
Dacket No. E-01933A-22-0107

Changes to FOMC Targeted Federal Funds Rate

Federal Reserve Monetary Policy

2006 - 2022
2022
Date Increase Decrease Level (%)
15-Dec 50 0 4.25-4.55
3-Nov 75 0 3.75-4.00
22-Sep 75 0 3.00-3.25
28-Jul 75 0 2.25-2.50
16-Jun 75 0 1.50-1.75
5-May 50 0 0.75-1.00
17-Mar 25 0 0.25-0.50
2020
Date Increase Decrease Level (%)
16-Mar 0 100 0-0.25
3-Mar 0 50 1.00-1.25
2019
Date Increase Decrease Level (%)
30-Oct 0 25 1.50-1.75
13-Sep 0 25 1.75-2.00
1-Aug 0 25 2.00-2.25
2018
Date Increase Decrease Level (%)
20-Dec 25 0 2.25-2.50
27-Sep 25 0 2.00-2.25
14-Jun 25 0 1.75-2.00
22-Mar 25 0 1.50-1.75
2017
Date Increase Decrease Level (%)
14-Dec 25 0 1.25-1.50
15-Jun 25 0 1.00-1.25
16-Mar 25 0 0.75-1.00
2016
Date Increase Decrease Level (%)
15-Dec 25 0 0.50-0.75
2015
Date Increase Decrease Level (%)
17-Dec 25 0 0.25-0.50
2008
Date Increase Decrease Level (%)
16-Dec 75-100 0-0.25
29-0Oct 50 1
8-Oct 50 1.5
30-Apr 25 2
18-Mar 75 2.25
30-Jan 50 3
22-Jan 75 3.5
2007
Date Increase Decrease Level (%)
11-Dec 25 4.25
31-Oct 25 4.5
18-Sep 50 4.75
2006
Date Increase Decrease Level (%)
29-Jun 25 5.25
10-May 25 5
28-Mar 25 4.75
31-Jan 25 4.5

Source: Federal Open Market Committee (FOMC)
Historical Archive, Target Federal Funds Rate

https://www federalreserve gov/monetarypolicy/openmarket htm

Exhibit JAC-A



EXHIBIT JAC-B
10-Year Breakeven Inflation, Measured Over 1-Month and 3-Month Periods,

January-December, Years 2021 and 2022



Tucson Electric Power Company Exhibit JAC-B
Test Year Ended December 31, 2021 (Page 1 of 2)
Docket No. E-01933A-22-0107

Analysis of Changes to Market-Based 10-Year Breakeven Inflation
Measured in 1-Month and 3-Month increments over the period
January - December, 2021
(Nominal Rate - Real Rate = 10-Yr Breakeven Inflation)

10-Year Breakeven Inflation
10-Year 10-Year 10-Year
Nominal Real Breakeven
Month Rate Rate Inflation
Jan-21 1.08% -1.00% 2.08%
Feb-21 1.26% -0.92% 2.18%
Mar-21 1.61% -0.66% 2.28%
Apr-21 1.64% -0.71% 2.35%
May-21 1.62% -0.85% 2.47%
Jun-21 1.52% -0.82% 2.34%
Jul-21 1.32% -1.01% 2.33%
Aug-21 1.28% -1.07% 2.35%
Sep-21 1.37% -0.97% 2.34%
Oct-21 1.58% -0.95% 2.54%
Nov-21 1.56% -1.0565% 2.62%
Dec-21 1.47% -0.9932% 2.46%
3-Month Average (January-March) 2.18%
3-Month Average (February-April) 2.27%
3-Month Average (March-May) 2.36%
3-Month Average (April-June) 2.39%
3-Month Average (May-luly) 2.38%
3-Month Average (June-August) 2.34%
3-Month Average (July-September) 2.34%
3-Month Average (August-October) 2.41%
3-Month Average (September-November) 2.50%
3-Month Average (October-December) 2.54%

Source: https://www treasury.gov/resource-center/data-chart-center/interest-rates/Pages/TextView.aspx?data=yield
https://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/TextView.aspx?data=realyield




Tucson Electric Power Company Exhibit JAC-B
Test Year Ended December 31, 2021 (Page 2 of 2)
Docket No. E-01933A-22-0107

Analysis of Changes to Market-Based 10-Year Breakeven Inflation
Measured in 1-Month and 3-Month increments over the period
January - December, 2022
(Nominal Rate - Real Rate = 10-Yr Breakeven Inflation)

10-Year Breakeven Inflation
10-Year 10-Year 10-Year
Nominal Real Breakeven
Month Rate Rate Inflation
Nov-21 1.56% -1.06% 2.62%
Dec-21 1.47% -0.99% 2.46%
Jan-22 1.76% -0.69% 2.45%
Feb-22 1.93% -0.52% 2.46%
Mar-22 2.13% -0.72% 2.85%
Apr-22 2.75% -0.14% 2.88%
May-22 2.90% 0.21% 2.69%
Jun-22 3.14% 0.53% 2.62%
Jul-22 2.90% 0.53% 2.36%
Aug-22 2.90% 0.39% 2.51%
Sep-22 3.52% 1.14% 2.38%
Oct-22 3.98% 1.59% 2.39%
Nov-22 3.89% 1.52% 2.37%
Dec-22 3.62% 1.36% 2.26%
3-Month Average (November - January) 2.51%
3-Month Average (December-February) 2.46%
3-Month Average (January-March) 2.58%
3-Month Average (February-April) 2.73%
3-Month Average (March-May) 2.81%
3-Month Average (April-June) 2.73%
3-Month Average (May-July) 2.56%
3-Month Average (June-August) 2.50%
3-Month Average (July-September) 2.42%
3-Month Average (August-October) 2.43%
3-Month Average (September-November) 2.38%
3-Month Average (October-December) 2.34%

Source: https://www.treasury.gov/resource-center/data-chari-center/interest-rates/Pages/TextView.aspx?data=yield
https://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/TextView.aspx?data=realyield
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Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E-01933A-22-0107

Line
Mo

[A] :
[B] :
[C] :
O] :
[E]:
[F]:

CAPITAL STRUCTURE & WEIGHTED AVERAGE COST OF CAPITAL

RUCQ PROPOSED

{Thousands of Dollars}

Schedule JAC -1
(Page 1 of 2)

[A] (B] IC] (0] (E] [F]
Company Proposed RUCO Adjusted
End of Test Year RUCD Capital Capital Cost Weighted
Description Capital Structure Adjustments Structure Ratio Rate Cost
Short-Term Debt $ 15,000 § (15,000) % - 0.00% 1.10% 0.00%
Long-Term Deht $ 2,128,386 § - $ 2,128,388 45.68% 3.82% 1.75%
Common Equity $ 2,531,200 § - $ 2,531,209 54.32% 9.20% 5.00%
TOTAL CAPITALIZATION S 4674595 % {15000 § 4,655,585 100.00% 6.74%

Company Schedule D-1 (Page 1 of 2) - Adjusted End of Test Year Capital Structure

[C]-[A]

Company Schedule D-1 (Page1 of 2) - Company Proposed End of Test Period Capital Structure

Capital ratio based on values shown in Column [C).

Company Schedule D-2 (Page 1 of 2); and RUCQ Schedule JAC-2,

[D1* [E]



Tucson Electric Power Company

Schedule JAC-1

Test Year Ended December 31, 2021 Page2 of 2
Docket No. E-01933A-22-0107
Tucson Electric Power Company
Cost of Capital Calculation
Fair Value Rate Base (FVRB),
Fair Value Rate of Return (FVROR) and
Cost Rate to be Assigned to the Fair Value Increment
RUCO Recommended
(% in thousands)
Calculation of RUCO Fair Value Rate Base (FVRB)
Line Weighted
No. Rate Base Estimate Amount Weighting Amount
1 ! Original Cost Rate Base (OCRB) - RUCO Recommended -3 3,502,489 50% 1,751,244
2 2|RUCO Reconstruction Cost New (RCND) Rate Base 5 6,642,627 50% 3,321,314
3 Fair Value Rate Base (FVRB) 5,072,558
4
5 Appreciation above OCRB 1,570,069
6 FV/OCRB Multiple 1.45
Calculation of RUCO Fair Value Rate of Return (FYROR)
Cost Weighted
Capital Amount Percent Rate Cost
7 Short-Term Debt 5 - 0.00% 1.10% 0.00000%
g Long-Term Debt 1,599,849 31.54% 3.82% 1.20514%
9 Common Equity 1,902,640 37.51% 9.20% 3.45170%
10 Capital Financing OCRB ] 3,502,489
11
12 *|Fair Value Increment $ 1,570,069 30.95% 0.00% 0.00%
13
14 Fair Value Rate of Return 5 5,072,558  100.00% 4.66%
Sources:

! Michlik Direct, Schedule - IMM-1

2 Michlik Direct, Schedule - IMM-1

* RUCO recommends a 0.00% Fair Value Increment (FVI) cost rate,



Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E-01933A-22-0107

Line
No.

Line 1:
Line 2:
Line 3:
Line 4:
Line 5:

Cost of Common Equity -- RUCO Recommended

Model

Caost of Equity

Schadule JAC - 2

Page 1 of 2

CAPM {at Proxy Debt Ratio)
Hamada CAPM {at Company-Proposed Debt Ratio)
DCF Model {Analyst Growth)

Cost of Equity {Average)

Range

3.51%
8.88%
3.21%

9,20%

8.88%

8.51%

Schedule JAC-4 {Page 4) Hamada Risk Adjustment
Schedule JAC-4 (Page 4} Hamada Risk Adjustment
Schedule JAC-3 (Page 2} Constant Growth DCF Results
Arithmetic Mean of Lines [1] - [3]

High and Low estimates, Lines [1] - [3]



Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E-01933A-22-0107

Proxy Group Summary

Schedule JAC-2
Page 2 of 2

Line Market Cap. Market Value Line Financial
No.  Proxy Company Ticker {Smillions) Category Safety Rank Strength
1  ALLETE, Inc. ALE 3,800 Mid Cap 2 A
2 Alliant Energy Corp. LNT 14,000 Large Cap 2 A
3 Ameren Corporation AEE 23,000 Large Cap 1 A
4 American Electric Power AEP 48,900 Large Cap 1 At
5 Duke Energy Corp. DUK 84,600 Large Cap 2 A
6 Entergy Corp. ETR 23,000 Large Cap 2 B++
7 Evergy, Inc. EVRG 13,500 Large Cap 2 B++
8 |IDACORP, Inc. IDA 4,900 Mid Cap 1 A+
9  NextEra Energy, Inc. MNEE 152,300 Large Cap 1 A+
10 NorthWoestern Corporation NWE 2,800 Mid Cap 2 B++
11 OGE Energy Corp. OGE 8,000 Mid Cap 2 A
12  Otter Tail Corporation OTTR 2,400 Mid Cap 2 A
13  Portland General Electric Co. POR 3,800 Mid Cap 2 B++
14  Southern Company SO 71,300 Large Cap 2 A
15  Xcel Energy, Inc. XEL 32,900 Large Cap 1 A+

Source:

Value Line Investment Survey (assorted dates: October 21, 2022; November 11, 2022; and December 9, 2022),

Note: Ms. Bulkley employs the above 15 Company Proxy Group, and RUCO does the same for purposes of its analysis.



Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E-01933A-22-0107
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Proxy Group Companies
ALLETE, Inc.

Alliant Energy Corp.
Ameren Corporation
American Electric Power
Duke Energy Corp.
Entergy Corp.

Evergy, Inc.

IDACORP, Inc.

NextEra Energy, Inc.
NorthWestern Corporation
OGE Energy Corp.

Otter Tail Corporation
Portland General Electric Co.
Southern Company

Xcel Energy, Inc.

Sample Average

Ticker
ALE
LNT
AEE
AEP
DUK
ETR
EVRG
IDA
NEE
NWE
OGE
OTTR
POR
SO
XEL

Schedule JAC - 3

Page 1 0of 2
RUCO PROXY GROUP -- CURRENT DIVIDEND YIELD
(A) (B) () (D) (E)
Indicated September 2022 - November 2022

DPS High Low Average Yield
$2.60 $67.36 $47.77 $57.57 4.52%
$1.71 $63.60 $47.19 $55.40 3.09%
$2.36 $96.36 $73.28 $84.82 2.78%
$3.32 $105.60 $80.30 $92.95 3.57%
$4.02 $111.26 $83.76 $97.51 4.12%
$4.28 $122.11 $94.94 $108.53 3.94%
$2.45 $71.13 $54.12 $62.63 3.91%
$3.00 $112.20 $93.53 $102.87 2.92%
$1.70 $91.06 $69.81 $80.44 2.11%
$2.52 $58.50 $48.68 $53.59 4.70%
$1.66 $42.28 $33.28 $37.78 4.38%
$1.65 $77.46 $52.60 $65.03 2.54%
$1.81 $53.12 $41.58 $47.35 3.82%
$2.72 $80.32 $60.71 $70.52 3.86%
$1.95 $77.66 $56.89 $67.28 2.90%

3.54%

References:

Column (A) - Value Line Investment Survey (assorted dates: October 21, 2022; November 11, 2022; and December 9, 2022).
(Reflects annualization of most recent quarterly dividend)

Columns (B), (C), and (D) - Yahoo Finance

http:/ffinance.yahoo.com




Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E-01933A-22-0107

Line

[f= e -RE N« I B SN P S R

RUCO -- DCF ANALYSIS

Schedule JAC -3

(A (B) (€) (D) (E) (F)
Current 5-¥r Compound Annual Expected
Dividend Dividend per Share Growth Average Dividend
Yield Historic Projected DPS Yield DCF

Proxy Group Companies Ticker (Dy Py, {2017-2021) (2022-2026) Growth (D /Py, Rates
ALLETE, Inc. ALE 4.5% 4.0% 3.5% 3.8% 4.60% 8.4%
Alliant Energy Corp. LNT 3.1% 6.5% 6.0% 6.3% 3.18% 9.4%
Ameren Corporation AEE 2:8% 4.0% 7.0% 5.5% 2.86% 8.4%
American Electric Power AEP 3.6% 6.0% 6.0% 6.0% 3.68% 9.7%
Duke Energy Corp. DUK 4.1% 3.5% 2.0% 2.8% 4.18% 6.9%
Entergy Corp. ETR 3.9% 2.0% 5.0% 3.5% 4.01% 7.5%
Evergy, Inc. EVRG 3.9% N/A 7.0% 7.0% 4.05% 11.0%
IDACORP, Inc. IDA 2.9% 7.0% 6.5% 6.8% 3.01% 9.8%
NextEra Energy, Inc. NEE 21% 12.0% 10.0% 11.0% 2.23% 13.2%
NorthWestern Corporation NWE 4.7% 5.5% 2.0% 3.8% 4.79% 8.5%
OGE Energy Corp. OGE 4.4% 8.5% 3.0% 5.8% 4.51% 10.3%
Otter Tail Corporation OTTR 2.5% 4.0% 7.0% 5.5% 2.61% 8.1%
Portland General Electric Co. POR 3.8% 6.0% 6.0% 6.0% 3.94% 9.9%
Southermn Company S0 3.9% 3.5% 3.5% 3.5% 3.92% 7.4%
Xcel Energy, Inc. XEL 2.9% 6.0% 6.5% 6.3% 2.99% 9.2%
Mean 3.54% 5.61% 5.40% 5.55% 3.64% 9.19%
Median 3.82% 5.75% 6.00% 5.75% 3.92% 9.24%
Average of Mean and Median

References:

Column [A] : Schedule JAC - 3, Page 1.
Column [B] : Value Line Investment Survey (assorted dates: October 21, 2022; November 11, 2022; and December 9, 2022).
Column [C] : Value Line Investment Survey (assorted dates: October 21, 2022; November 11, 2022; and December 9, 2022).

Column [D] : ([B] + [C]) / 2.

Column [E] : Column [A] * (1 +(Column [D]* {0.5)))

Column [F] : [D] + [E]

Page 2 of 2



Tucson Electric Power Company
Test Year Ended December 31, 2021
Docket No. E-01933A-22-0107

No

R RN R RO

19
20
21
22

23

CAPITAL ASSET PRICING MODEL
RUCO PROXY GROUP -- CAPM EQUITY COST RATES

Schedule JAC -4

Page 1 of 4

(Al 8] (1 o] [E]
Risk Free Risk Beta X CAPM
Proxy Group Companies Ticker Rate BETA Premium Risk Premium Rates
ALLETE, Inc. ALE 3.98% 0.90 6.33% 570% 9.68%
Alliant Energy Corp. LNT 3.98% 0.85 6.33% 5.38% 9.37%
Ameren Corporation AEE 3.98% 0.85 6.33% 5.38% 9.37%
American Electric Power AEP 3.98% 0.75 6.33% 4.75% B.73%
Duke Energy Corp. DUK 3.98% 0.85 6.33% 5.38% 9.37%
Entergy Corp, ETR 3.98% 0.95 6.33% 6.01% 10.00%
Evergy, Inc. EVRG 3.98% 0.90 6.33% 5.70% 9.68%
IDACORP, Inc. DA 3.98% 0.80 6.33% 5.08% 9.05%
NextEra Energy, Inc, NEE 3.98% 0.90 6.33% 5.70% 9.68%
NorthWestermn Corpaoration NWE 3.98% 0.90 6.33% 5.70% 9.68%
OGE Energy Corp. OGE 3.98% 1.00 6.33% 6.33% 10.32%
Otter Tail Corporation OTTR 3.98% 0.85 6.33% 5.38% 9.37%
Paortland General Electric Co. POR 3.98% 0.85 6.33% 5.38% 9.37%
Southern Company S0 3.98% 0.95 6.33% 6.01% 10.00%
Xcel Energy, Inc. XEL 3.88% 0.80 6.33% 5.06% 9.05%
Mean 77 i —
Median 8.37%
Average of Mean and Median 9.44%
Computation of RUCO Risk Free (Rg) Rate
Average
20-Year 30-Year Long-Term
Treasury Yield Treasury Yield Treasury Yield
Month and Year
September, 2022 3.82% 3.56% 3.69%
Oclober, 2022 4.28% 4.04% 4.16%
November, 2022 4.22% 4.00% 4.11%
3-Month Average 4.10% 3.87% 3.98%
RUCO Risk-Free Rate 3.98%

REFERENCES
Column [A]: United States Treasury Department - Attachment 2

Column [B]: Value Line lnvestmentSurvey{assorted dates: October 21, 2022; November 11, 2022; and December 9,
Column [C]: JAC -4 (Page 3 of 3)

Column [D]: [B] * [C]
Column [E]: [A] +[D]

2022) - See Attachment 1



Tucson Electric Power Company

Docket No. E-01933A-22-0107

Line
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Schedule JAC - 4

Test Year Ended December 31, 2021 Page 2 of 4
STANDARD & POOR'S 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS
RISK PREMIUMS
[A] [B] [C] [D] [E]
20-YEAR RISK

Year EPS BVPS ROE T-BOND PREMIUM
1977 §79.07
1978 $12.33 $85.35 15.00% 7.90% 7.10%
1979 $14.86 $94.27 16.55% 8.86% 7.69%
1980 $14.82 $102.48 15.06% 9.97% 5.08%
1981 $15.36 $109.43 14.50% 11.55% 2.95%
1982 $12.64 $112.46 11.39% 13.50% -2.11%
1983 $14.03 $116.93 12.23% 10.38% 1.85%
1984 $16.64 $122.47 13.90% 11.74% 2.16%
1985 $14.61 $125.20 11.80% 11.25% 0.55%
1986 $14.48 $126.82 11.49% 8.98% 2.51%
1987 $17.50 $134.07 13.42% 7.92% 5.50%
1988 $23.75 $141.32 17.25% 8.97% 8.28%
1989 $22.87 $147.26 15.85% 8.81% 7.04%
1990 $21.73 $153.01 14.47% 8.19% 6.28%
1991 $16.29 $158.85 10.45% 8.22% 2.23%
1992 $18.86 $149.74 12.22% 7.26% 4.96%
1993 $21.89 $180.88 13.24% T17% 6.07%
1994 $30.60 $193.06 16.37% 6.58% 9.78%
1995 $33.96 $216.51 16.58% 7.60% 8.98%
1996 $38.73 $237.08 17.08% 6.18% 10.90%
1997 $39.72 $249.52 16.33% 6.64% 9.69%
1998 $37.71 $266.40 14.62% 5.83% 8.79%
1999 $48.17 $290.68 17.29% 5.57% 11.72%
2000 $50.00 $325.80 16.22% 6.50% 9.72%
2001 $24.70 $338.37 7.44% 5.53% 1.91%
2002 $27.59 $321.72 8.36% 5.58% 2.77%
2003 $48.73 $367.17 14.15% 4.80% 9.35%
2004 $58.55 $414.75 14.98% 5.02% 9.96%
2005 $69.93 $453.06 16.12% 4.69% 11.43%
2006 $81.51 $504.39 17.03% 4,68% 12.35%
2007 $66.18 $529.59 12.80% 4.86% 7.94%
2008 $14.88 $451.37 3.03% 4.45% -1.42%
2009 $50.97 $513.58 10.56% 3.47% 7.09%
2010 $77.35 $579.14 14.16% 4.25% 9.91%
2011 $86.95 $613.14 14.59% 3.82% 10.77%
2012 $86.51 $666.97 13.52% 2.46% 11.06%
2013 $100.20 $715.84 14.49% 2.88% 11.61%
2014 $102.31 $726.96 14.18% 3.41% 10.77%
2015 $86.53 $740.29 11.79% 2.55% 9.24%
2016 $94.55 $768.98 12.53% 2.30% 10.23%
2017 $109.88 $807.04 13.94% 2.65% 11.29%
2018 $132.39 $841.26 16.06% 3.11% 12.95%
2019 $139.47 $892.65 16.09% 2.40% 13.69%
2020 $94.13 $908.86 10.45% 1.42% 9.03%
2021 $197.87 $974.83 21.01% 2.14% 18.87%

Average 13.88% 6.18% 7.69%

[Al
[Bl:
[CI:
[OI:
[EL:

Diluted earnings per share on the S&P 500 Composite Index.
Book value per share on the S&P 500 Composite Index.
Average of current- and prior year [B] / current year [A].
Annual income returns on 20-year U.S. Treasury bonds.

[C]-[D]
Sources for [A] and [B]:

Standard & Poor's 500 Earnings and Book Value Per Share:

https.//ycharts.com/indicators/reports/sp 500 earnings

https://ycharts.com/indicators/sandp 500 book value per share
Source for [D]: Morningstar 2015 Classic Yearbook (Table A-7) and
U.S. Department of the Treasury

https://www.treasury.gov/Pages/default.aspx
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Line
No.

Column [A]:

Column [B]:
Line 1:
Line 2:
Line 3:
Line 4:
Line 5:
Line 6:

Schedule JAC-4

(Page 3 of 4)
Market Risk Premium used in RUCO's CAPM Analysis
Based on the Differential of Arithmetic and Geometric Total Returns on Large Cap Stocks and
Long-Term Government Bonds, measured over the period 1926-2021,
and actual Annual Returns on Equity of the S&P 500 compared to actual Annual Income Returns
on 20-Yr U.S. Treasury Bonds, 1978-2020
[A] (B] (€] o] [E]
Long-Term Government Bonds, as measured over the period 1926-2021
Risk Premium
S&P 500 L-T Gov't Bonds 1-Factor 2-Factor 3-Factor
Arithmetic Mean 12.3% 6.0% 6.3% 6.3% 6.3%
Geometric Mean 10.5% 5.5% 5.0% 5.0% 5.0%
Average - Arithmetic & Geometric Mean 5.65% | 5.65%
Risk Premium - Schedule JAC-4 (Page 2 of 4) 7.69% 7.69%
[Average - 2 Risk Premia 6.67% |
|Simple Average -- 3 Risk Premia 6.33% |

Reference:

Arithmetic and Geometric Total Returns on Large-Cap Stocks, 1926-2021 (Source: KROLL 2022 SBBI Yearbook, p. 58)

Arithmetic and Geometric Total Returns on Long-Term Government Bonds, 1926-2022 (Source: KROLL 2022 SBBI Yearbook, p. 58)
[A]-[B]=[C]

[A]-[B]=[C]

([C] Line 1 - [C] Line 2)/2

Schedule JAC-4 (Page 2 of 2), Line 45

([C] Line 3 + [D] Line 4)/2

([D] Line 1 + [D] Line 2 + [D] Line 4)/3
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Based on Debt and Equity Ratios of RUCO's Proxy Companies

(Equity Risk Premium of 6.33%; R; rate based on average 20- and 30-Year Treasury Yield)

Hamada Risk Adjustment
Applied to Tucson Electric Power

as Reported by Value Line

Unlevering Beta

Proxy Debt Ratio 52.89% [1]
Proxy Equity Ratio 47.11% [2]
Debt / Equity Ratio 112.25% (3]
Tax Rate 24.91% [4]
Equity Risk Premium 6.33% [5]
Risk-free Rate 3.98% (6]
Proxy Group Beta 0.87 [7]
Unlevered Beta 0.47 [8]
[9] [10] [11] [12]
Relevered Betas and Cost of Equity Estimates

Debt D/E Levered Cost of

Ratio Ratio Beta Equity

0% 0.00% 0.474 6.99%

20% 25.00% 0.563 7.55%

30% 42.86% 0.626 7.95%

40% 66.67% 0.711 8.49%

45.68% 84.09% 0.773 8.88%

50% 100.00% 0.830 9.24%

52.89% 112.25% 0.873 9.51%

55% 122.22% 0.909 9.74%

60% 150.00% 1.008 10.36%

[1] Proxy Debt Ratio
[2] Proxy Equity Ratio
31 =011/12]

[4] Tax Rate (as provided by RUCO Witness Michlik -- 21.00% Federal tax + 3.9113% AZ tax)

[5] Equity Risk Premium from Schedule JAC-4 (Page 3 of 3)
[6] Risk Free Rate from Schedule JAC-4 (Page 1 of 3)
[7] Average Proxy Group Beta from Schedule JAC-4 (Page 1 of 3)

(8] =[7]/(1+(1-[4]) * [3])

[9] Various debt ratios for modeling
[10]=[8]/(1-[9])

[11]=[8] * (1 + (1 - [4]) * [10])
[12]=[6] + [11] * [5]

Schedule JAC-4
Page 4 of 4)
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ECONOMIC INDICATORS

Industrial Unemploy-
Line Real GDP Production ment Consumer Producer
No Year Growth Growth Rate Price index Price Index
1975 - 1982 Cycle
1 1975 -1.1% -8.9% 8.5% 7.0% 6.6%
2 1976 5.4% 10.8% 7.7% 4.8% 3.7%
3 1977 5.5% 5.9% 7.0% 6.8% 6.9%
4 1978 5.0% 5.7% 6.0% 9.0% 9.2%
5 1979 2.8% 4.4% 5.8% 13.3% 12.8%
6 1980 -0.2% -1.9% 7.0% 12.4% 11.8%
7 1981 1.8% 1.9% 7.5% 8.9% 7.1%
8 1982 -2.1% -4.4% 9.5% 3.8% 3.6%
1983 - 1991 Cycle
9 1983 4.0% 3.7% 9.5% 3.8% 0.6%
10 1984 6.8% 9.3% 7.5% 3.9% 1.7%
11 1985 3.7% 1.7% 7.2% 3.8% 1.8%
12 1986 3.1% 0.9% 7.0% 1.1% -2.3%
13 1987 2.9% 4.9% 6.2% 4.4% 2.2%
14 1988 3.8% 4.5% 5.5% 4.4% 4.0%
15 1989 3.5% 1.8% 5.3% 4.6% 4.9%
16 1990 1.8% -0.2% 5.6% 6.1% 5.7%
17 1991 -0.5% -2.0% 6.8% 3.1% -0.1%
1992 - 2001 Cycle
18 1992 3.0% 3.1% 7.5% 2.9% 1.6%
19 1993 2.7% 3.4% 6.9% 2.7% 0.2%
20 1994 4.0% 5.5% 6.1% 2.7% 1.7%
21 1995 3.7% 4.8% 5.6% 2.5% 2.3%
22 1996 4.5% 4.3% 5.4% 3.3% 2.8%
23 1997 4.5% 7.3% 4.9% 1.7% -1.2%
24 1998 4.2% 5.8% 4.5% 1.6% 0.0%
25 1999 3.7% 4.5% 4.2% 2.7% 2.9%
26 2000 4.1% 4.0% 4.0% 3.4% 3.6%
27 2001 1.1% -3.4% 4.7% 1.6% -1.6%
2002 - 2009 Cycle
28 2002 1.8% 0.2% 5.8% 2.4% 1.2%
29 2003 2.8% 1.2% 6.0% 1.9% 4.0%
30 2004 3.8% 2.3% 5.5% 3.3% 4.2%
3 2005 3.3% 3.2% 51% 3.4% 5.4%
32 2006 2.7% 2.2% 4.6% 2.5% 1.1%
33 2007 1.8% 2.5% 4.6% 4.1% 6.2%
34 2008 -0.1% -3.5% 5.8% 0.1% -0.9%
35 2009 -2.5% -11.5% 9.3% 2.7% 4.3%
Current Cycle
36 2010 2.6% 5.5% 9.6% 1.5% 4.7%
37 2011 1.5% 3.1% 8.9% 3.0% 6.9%
38 2012 2.3% 3.0% 8.1% 1.7% 1.6%
39 2013 1.8% 2.0% 7.4% 1.5% 0.8%
40 2014 2.3% 3.0% 6.2% 0.8% 1.2%
41 2015 2.7% -1.4% 5.3% 0.7% -4.3%
42 2016 1.7% -2.2% 4.9% 2.1% -1.4%
43 2017 2.3% 1.3% 4.4% 2.1% 3.3%
44 2018 2.9% 3.2% 3.9% 1.9% 3.4%
45 2019 2.3% -0.8% 3.7% 2.3% 0.4%
46 2020 -3.4% -7.2% 8.1% 1.4% -1.5%
47 2021 5.7% 5.6% 5.3% 7.0% 10.6%

Source: Council of Economic Advisors, Economic Indicators, various issues.

https://www.govinfo.gov/app/collection/ecanif2022

Note: Annual measures of Real GDP growth, Industrial Production growth, and the Producer Price Index
for year 2021 are preliminary.
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ECONOMIC INDICATORS

Real Industrial Unemploy-
Line GDP* Production ment Consumer Producer

No Year Growth Growth Rate Price Index Price Index
1 2009

2 1st Qtr. -5.3% -11.6% 8.1% 2.4% -0.4%
3 2nd Qtr. -0.3% -12.9% 9.3% 3.2% 9.2%
4 3rd Qtr. 1.4% -9.3% 9.6% 2.0% -0.8%
5 4th Qtr. 4.0% -4.5% 10.0% 2.5% B.8%
6 2010

74 1st Qitr. 1.6% 27% 9.7% 0.9% 6.5%
8 2nd Qir, 3.9% 6.5% 9.7% -1.2% -2.4%
9 3rd Qtr. 2.8% 6.9% 9.6% 2.8% 4.0%
10 4th Qtr. 2.8% 6.2% 9.6% 2.8% 8.2%
11 2011

12 1st Qtr. -1.5% 5.4% 9.0% 4.8% 89.6%
13 2nd Qtr. 2.9% 3.6% 9.0% 3.2% 3.6%
14 3rd Qtr. 0.8% 3.3% 9.1% 2.4% 6.4%
15 4th Qtr. 4.6% 4.0% 8.7% 0.4% 1.2%
16 2012

1% 1st Qtr. 2.3% 4.5% 8.3% 3.2% 2.0%
18 2nd Qtr. 1.6% 4.7% 8.2% 0.0% -2.8%
19 3rd Qtr. 25% 34% 8.1% 4.0% 9.6%
20 4th Qtr. 0.1% 2.8% 7.8% 0.0% -3.6%
21 2013
22 1st Qtr. 1.9% 25% 7.7% 2.0% 1.2%
23 2nd Qtr. 1.4% 2.0% 7.6% 1.2% 24%
24 3rd Qitr, 3.0% 2.6% 7.3% 1.6% 0.0%
25 4th Qtr. 3.8% 3.3% 7.0% 1.2% 0.3%
26 2014
27 1st Qitr, -1.2% 3.2% 6.6% 1.6% 0.3%
28 2nd Qtr. 4.0% 4.2% 6.2% 3.6% 0.2%
29 3rd Qtr. 5.0% 4.7% 6.1% 0.0% 0.0%
30 4th Qtr. 2.3% 4.5% 5.7% -2.8% -0.8%
3 2015
32 1st Qfr. 3.2% 3.5% 5.6% -0.2% -2.3%
33 2nd Qtr, 2.7% 1.5% 54% 0.6% 1.2%
34 3rd Qtr. 1.6% 1.1% 5.2% 0.0% -1.8%
35 4th Qtr. 0.:5% -0.8% 5.0% 0.2% -0.9%
36 2016

37 1st Qtr. 1.5% -1.7% 4.9% 1.1% -2.7%
38 2nd Qtr, 2.3% -1.3% 4.9% 1.0% -2.2%
39 3rd Qtr. 1.9% -1.2% 4.9% 1.1% -1.5%
40 4th Qtr. 1.8% -0.1% 4.7% 1.8% 0.9%
41 2017

42 1st Qtr. 1.8% 0.6% 4.7% 2.5% 3.7%
43 2nd Qtr. 3.0% 22% 4.3% 1.9% 3.1%
44 3rd Qtr. 2.8% 1.6% 4.3% 1.9% 2.9%
45 4th Qtr. 23% 3.5% 4.1% 2.1% 3.6%
46 2018

47 1st Qtr. 2.2% 3.5% 4.1% 1.7% 3.2%
48 2nd Qtr, 4.2% 3.3% 3.9% 2.3% 3.9%
49 3rd Qtr, 3.4% 4.9% 3.8% 1.3% 3.9%
50 4th Qtr. 22% 3.9% 3.8% 1.0% 25%
] 2019

52 1st Qitr. 2.4% 2.9% 3.9% 0.2% 0.8%
53 2nd Qtr. 3.2% 1.1% 3.6% 0.2% 0.8%
54 3rd Otr. 2.8% 0.2% 3.6% 0.2% -0.1%
55 4th Qitr, 1.9% -0.7% 3.5% 0.2% 0.2%
56 2020

57 1st Qitr, -5.1% -1.9% 3.8% -0.1% 0.2%
58 2nd Qtr. -31.2% -15.0% 13.1% -0.1% -3.8%
59 3rd Qir. 33.8% -6.7% 8.8% 0.4% -1.6%
60 4th Qtr. 4.5% -4.2% 6.8% 0.2% -0.6%
61 2021

62 1st Qtr. 6.3% -1.6% 6.2% 0.4% 3.9%
63 2nd Qitr., 6.7% 14.2% 5.9% 0.7% 11.3%
64 3rd Qtr. 2.3% 4.9% 51% 0.4% 12.7%
65 4th Qitr, 6.9% 4.5% 4.2% 0.7% 14.2%
66 2022

67 1st Qtr. “1.6% 4.9% 3.8% 0.9% 14.6%
68 2nd Qtr. -0.6% 4.5% 3.6% 0.9% 16.9%
69 3rd Qitr. 2.9% 4.2% 3.6% 0.2% 12.7%
70 4th Qtr.

*GDP=Gross Domestic Product
Source: Council of Economic Advisors, Economic Indicators, various issues.
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Year
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

Prime
Rate
7.86%
6.84%
6.83%
9.06%
12.67%
15.27%
18.89%
14.86%
10.79%
12.04%
9.93%
8.33%
8.21%
9.32%
10.87%
10.01%
8.46%
6.25%
6.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
6.91%
4.67%
4.12%
4.34%
6.19%
7.96%
8.05%
5.09%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.27%
3.51%
4.13%
4.96%
5.25%
3.50%
3.25%

US Treasury
T Bills
3 Month
5.84%
4.99%
5.27%
7.22%
10.04%
11.51%
14.03%
10.69%
8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51%
5.42%
3.45%
3.02%
4.29%
5.51%
5.02%
5.07%
4.81%
4.66%
5.85%
3.44%
1.62%
1.01%
1.38%
3.16%
4.73%
4.41%
1.48%
0.16%
0.14%
0.06%
0.09%
0.06%
0.03%
0.06%
0.33%
0.94%
1.94%
2.09%
0.37%
0.05%

INTEREST RATES
US Treasury Utility
T Bonds Bonds
10 Year Aaa
7.99% 9.03%
7.61% 8.63%
7.42% 8.19%
8.41% 8.87%
9.43% 9.86%
11.43% 12.30%
13.92% 14.64%
13.01% 14.22%
11.10% 12.52%
12.46% 12.72%
10.62% 11.68%
7.67% 8.92%
8.39% 9.52%
8.85% 10.05%
8.49% 9.32%
8.55% 9.45%
7.86% 8.85%
7.01% 8.19%
5.87% 7.29%
7.09% 8.07%
6.57% 7.68%
6.44% 7.48%
6.35% 7.43%
5.26% 6.77%
5.65% 7.21%
6.03% 7.88%
5.02% 7.47%
4.61%
4.01%
4.27%
4.29%
4.80%
4.63%
3.66%
3.26%
3.22%
2.78%
1.80%
2.35%
2.54%
2.14%
1.84%
2.33%
2.91%
2.14%
0.89%
1.44%

(1]

Utility
Bonds
Aa
9.44%
8.92%
8.43%
9.10%
10.22%
13.00%
15.30%
14.79%
12.83%
13.66%
12.06%
9.30%
9.77%
10.26%
9.56%
9.65%
9.09%
8.55%
7.44%
8.21%
777%
7.57%
7.54%
6.91%
7.51%
8.06%
7.59%
7.19%
6.40%
6.04%
5.44%
5.84%
5.94%
6.18%
5.75%
5.24%
4.78%
3.83%
4.24%
4.19%
4.00%
3.73%
3.82%
4.09%
3.61%
2.79%
2.97%

Schedule JAC -5

Utility
Bonds
_A
10.09%
9.29%
8.61%
9.29%
10.49%
13.34%
15.95%
15.86%
13.66%
14.03%
12.47%
9.58%
10.10%
10.49%
9.77%
9.86%
9.36%
8.69%
7.59%
8.31%
7.89%
7.75%
7.60%
7.04%
7.62%
8.24%
7.78%
7.37%
6.58%
6.16%
5.65%
6.07%
6.07%
6.53%
6.04%
5.46%
5.04%
4.13%
4.47%
4.28%
4.12%
3.93%
4.00%
4.25%
3.77%
3.02%
3.11%

Page 3 of 7

Utility
Bonds
Baa
10.96%
9.82%
9.06%
9.62%
10.96%
13.95%
16.60%
16.45%
14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%
10.06%
9.55%
8.86%
7.91%
8.63%
8.29%
8.16%
7.95%
7.26%
7.88%
8.36%
8.02%
8.02%
6.84%
6.40%
5.93%
6.32%
6.33%
7.25%
7.06%
5.96%
5.57%
4.86%
4.98%
4.80%
5.03%
4.68%
4.38%
4.67%
4.19%
3.39%
3.36%

[1] Note: Moody's has not published Aaa utility bond yields since 2001,

Sources: Council of Economic Advisors, Economic Indicators; Mergent Bond Record; Federal
Reserve Bulletin; various issues.
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INTEREST RATES
US Treasury US Treasury US Treasury
Utifity Utility Utility Utinity Utility Utility Utility Utility Utility
Line Prime T Bills T Bonds Bonds Bonds Bonds Line Prime T Bills T Bonds Bonds Bonds Bonds Line Prime T Bills T Bonds Bonds Bonds Bonds
No Rate Month 10 Year A3 & Baa Ne Rate EMonth 10 Year Aa a Baa Ne Rate 3Month 10 Year fa a Baz
1 201 1 ms i 1 2019
z Jan 3.25% 0.15% -3.30% 5.29% 557% 6.08% 2 dan 3.25% 0.03% 1.28% 3.52% 3.58% A4.39% 2 Jan 5.50% 2.42% 271% A.18% 4.35% 4.91%
3 Feb 3.25% 0.14% 3.58% 5.42% 5 H8% B 105 3 Feb 3.25% 0.02% 1.98% 362% 38TH 4.44% 3 Feb 5.50% 2.44% 288% 4,05% 4.25% 4.76%
4 har 3.25% 0.11% 3415 5.33% 5.56% B.97% 4 Mar 335% O3% 204% 36T 374% 4.51% 4 Blar 5.50% 245% 2.5T% 3.56% 4, 16% 4.65%
5 Apr 3.25% 0.06% 3465 5.32% 5.55% 5.88% 5 Apr 3.25% 0,02% 1.84% 363% 3.75% 4.51% 5 Apr. 5.50% 243% 2.53% 391% 4,08% 4.55%
-} May 3.25% 0.04% 317% 5.08% 532% 5.74% 6 May 3.25% “O02% 220%- 4.05% 4.17% 4.91% 6 May 5.50% 2.40%, 2.40% 3.84% 3.08% A.47%
T June 3.25% 0.04% 3.00% 5.04% 5.26% 587% 7 June 3.25% 0.02% 2.368% 4.29% 4.38% 5.13% 7 dun 5.50% 222% 207% “3.65% 3.82% 431%
8 July 325% 0.03% 3.00% 5.05% 5.27% 6705 3 July 325% 0.03% 2.32% 4ET% 4.40% siz2% g dul 5.50% 216% 2.06% 3.53% 369% 413%
=} Aug 3.25% 0.05% 2.30% 4.44% 4.689% 5.22% 2] Aug 3.25% 0.07% 2AT% 443% 4.25% 5.23% ] Aug 5.25% 1.89% 1E3%: IATH 3.29% 3.63%
10 Sept 3.25% 0-02% 1.08% 4.24% 4485 511% 1 Sapt 3.25% 0.02% 217 4.25% 4.30% 5.42% o Sep 5.00% 1.93% 1.70% 324% 337% 371%
11 Dot 3.25% 0.02% 2.15% 4.21% 4.52% 5.24% 1 Qct 3,25% 0.02% 207% 4,13% 4.20% 547% 1 Oct 4.75% 1.58% 1.71% 3.24% 3.30% 372%
12 Maw 325% 0.01% Z01% 3.92% 4.25% 4.23% 12 MNow F26% 0:13% 2.26% 4.22% 4.40% 557% 12 MNov 4.75% 1.64% 1.81% F26% 343% 3.76%
13 Dec 3.25% 0.02% 1.88% 4005 4.33% 5.07% 13 Dec 3.50% 0:23% 2:24% 4.18% 4.35% 5.55% 13 Dec 4.75% 1.57% 1.86% 3.22% 3.40% AT73%
14 2012 14 2016 14 2020
15 Jan 3.25% 0.02% 1.87% 4.03% 4.34% 5.06% 18 Jan 3.,50% 0.26% 2.00% 4.08% 4.27% 5.49% 15 dan 4.75% 1.55% 1.76% 312% 3.29% 360%
L] Feb 3.25% 0.08% 1.87% A0 4.36% 5.02% 16 Feb 3.50% 03% 1.78% 394% 411% 5,.268% 16 Feb 4.75% 1.54% 1.50% 2.96% 3% FA42%
7 Mar 325% 0.09% 2.17% 4.16% 4.48% 5/13% 17 Mar 3.50% 0,30% 189% 3.93% 4:16% 5.12% 7 Mar 3.95% 0.30% 0.87% 3.30% 3,50% 3.96%
1B Apr 3.25% 0.08% 2 055 4:10% A.40% 511% 18 Apr 3.50% 0.23% 181% 3.T4% 4.00% 4.T75% 18 Apr 3.25% 0.14% 0.66% 2.93% 3.10% 3.82%
14 May 3.25% 0.08% 1.80% 382% 4.20% 4.97% 19 May 3.50% 027% 1.81% 3655 3.53% 4.60% 18 May $25% 0:13% 0BT 2.89% 3145 383%
N Juni 3.25% 0.05% 1:62% 379% 4.08% 481% 20 Jun 3.50% 0.27% 1.64% 356% 3.78% 4.47% 20 dun 3.20% 0.16% 0.75% 2.80% 307H 3.44%
s | Judy 3.25% 010% 1.53% 3.58% 3.93% 4.85% 21 Jul 3.50%: 0.30% 1.50% 3.36% 357% 4.16% 21 Jut 3.25% 0.13% 0.62% 2.46% 274% 3.08%
22 Aug 3.25% 011% 168% 3.65% 4.00% A4.88% 22 Auig 3.50% 0.30% 1.56% 3:30% 3.50% 4.20% 22. Aug 3.25% 0A0% 0.65% 2.48% 2.73% 3.06%
23 Sept 3.25% 0.10% 1.72% 3.69% A4.02% 4.81% 23 Sep F50% 0.28% 1.63% 34T% 3.66% 4.27% 23 Sep 3.25% 0.11% 0.668% 262% 2.84% FAT%
24 Oct 125% 0.10% 1.75% 3.68% 391% 4.54% 24 o.v] 3,50% 0.33% 1.76% 359% 3TT% 4.34% 24 Oct 3.26% 010% 0.79% 2.7% 2.85% 12T
25 Now 325% DA% 1.65% 3.60% 384% 4475 25 = 3.50% 0.45% 2.14% 391% 4,08% A4.64% 25 MNav 3.256%. 0.09% 0.87% 2,63% 2.85% 3AT%
26 Dec 3.25% 0.08% 1.72% 3.75% 4.00% 4.58% 25 Dec 3.75% 0.51% 2.40% A11% 4.27% 4.79% 26 Dec 3.25% 0.09% 0.93% 257% ZTT% 3.05%
27 2013 27 2017 27 2021
28 Jan 3.25% 0.07% 1.81% 3.90% 4.15% 4 66% 28 Jan 3.75% 0.52% 2.43% 3.96% 4. 14% 4.62% 28 dan 3:26% 0.08% 1.08% 273% 291% 3.18%
28 Feb 3.25% 0.10% 1.86% 3856 4. 16% AT74% 28 Feb 375% 0.53% 2,42% 399% 4.18% 4.58% 29 Feb 3.25% 0.04% 1.26% 2.93% 308% 33T%
30 Mar 3.25% 0% 1,96% 3.90% 4.15% 4.86% 30 Mar 4.00% 0.72% 2.48% 4.04% 4.23% 4.62% an Mar 325% 0.03% 161% 3.27% 3.44% 3T72%
31 Ape 325% 0.06% 1.76% 3.74% 4.00% 4.49% 3 Apr 4.00% 0:81% 2.30% 3.83% 4:42% 451% a1 Apr 3.25% 0:021% 1.64% 3.13% 3.30% 35T%
3z My 325% 0.05% 1.83%: 3.91% £ATH 4.65% 3z May 4.00% a9t 2.30% 3945 4.12% 4.50% 32 May 3.25% 0iDaB%: 162% 34T 333% 3.56%
33 Juna 3:25% 0.05% 2.30% 427 4.53% 5.08% 33 dun 4.25% 0.99% 2:719% ITT% 3.94% 4.32% 33 Jun 3.258% 0.036%: 1.52% 301% 316% 3.41%
34 July 3.25% 00045 2.58% A4.44% 4685 521% 34 dul 4.28% 1.08% 232% 3.82% 3.00% 4.36% 34 Jul 3.25% 0.052% 1.32% 2.80% 2.05% 3.20%
a8 Aug 3.25% 0.04% 2.74% 4.53% 4.73% 5.28% 35 A 4.25% 1.03% 2.21% 3.67% A% 4.23% a5 Aug 3.25% 0,055% 1.28% 2.82% 2.95% 3,19%
36 Sept 325% 0.02% ZB1% 4.55% 480% 531% 36 Sep 4.25% 1,044 2.20% 370% 3.57% 4.24% 36 Sep 3.25% 0.042% 1.37% 284% 296% 319%
I Oct 3.25% 0.06% 2.62% £.48% A£.70% 54T a7 Oat 4.256% 1.08% 2.36% 374% 391% 4.26% ar Oct 3.25% 0.052% 1.55% 2.99% 3.09% 3.32%
38 Now 3.25% 0.07% 272 4.56% 477% 5.24% 38 Now 4.25% 125% 2.35% 3.85% 3.83% A.16% ag Nov 3.75% 0.052%. 1.58% 2% 302% 3.25%
39 Bec 3.25% 0.07% 2.80% 4.59% A81% 5.25% 34 Dec 4.50% 134% 2.40% 362% 3.79% 4.94% 39 Dec 3.25% 0.058% 147% 3.01% 313% F.36%
40 2014 Aan 2018 40 2022
M dan 3.25%: 0.05% 2.86% 4.44% A63% 5.09% 41 Jan 4.50% 1.43% 2;568% 3.60% 3.86% 4.18% a1 Jan 3.25% 014% 1.76% 3.19% 3.33% 3.57%
42 Feb 2.25% 0L06% 271% A4.38% A.53% 5.01% 42 Feb 4.50% 1.59% 2.86% 3.94% 4.08% 4.42% 42 Feb 3.25% 0.31% 1.93% 3.56% 368% 3.05%
43 Mar 3.25% 0.05% 27T 4.40% 4.51% 5.00% 43 Mar 4.75% 1.73% 2.84% 387% 4.13% 4.52% 43 Bar 3.50% 0.45% 213% 381% 398% 4.28%
44 Apr 3.25% 0.04% 2T 430% 4.41% 4.85% 44 Ape 4.75% 1.79% 2.87% 3.99% 44T% 4.58% 44 Ape A.50% 0.76% 275% 4.10% 4.32% 4.61%
45 May 3.25% 0.03% 2.56% A6 4.26% 4.69% 45 May 4.75% 1.90% 298% 4.10% 4.28% 4.71% 45 May 4.00% 0:99% 2.80% 4.55% 4.75% 5.07%
46 June 3.25% 0.03% 2.60% A.23% A4.29% 4.73% 46 dun 5.00% 1.94% 291% 4118 4.27% A4T1% 46 Jun 4.75% 1.54% 3:14% 4.65% 4.86% 5.22%
47 July 335% 0.03% 2.54% 4.16% 4.23% 4.66% 47 Jut 5.00% 1.99% 2.89% 4.10% 4.27% 4.67% 47 Jul 5.50% 230 2.90% 4.57% A T8 5.15%
48 Aug 3.25% 0.03% 242% 407 % 413% 4.65% 48 Auig 5.00% 2,07% 289% 4.06% 4.26% 4.64% 48 g 5,50% 272% 250% 4.54% 4.76% 5.08%
48 Sepl 3.25% 0.oZ% 2.53% £18% 4.24% 4.75% 48 Sep 5.25% 21M%: 3.00% 4.18% 4.32% 4.74% 48 Sep 6.25% 3:22% 3.52% 5.08% 5.28% S561%
50 Ot 3.25% 0.02% 2305 3.86% 4.06% 4675 50 Oct 525% 21%% 3.15% 4.31% 4.45% A91% 50 Oct 5.25% 3.87% 3.98% 5.68% 5.88% B.18%
51 Mo 3.25% 00 2.33% 4.03% 4.09% 4. 75% 51 Maow 5.25% 23TH 3.12% 4.40% 4.52% 5.03% 51 o T00% 4.32% 3.89% 5.54% 5.76% B.05%
52 Dec 3.26% 0.04% 2.21% 380% 395% 4.70% 52 Dec 5,50% 2.41% 2.83% 4.24% 437% 4.82% B2 D 7.50% 4.36%, 362% 5.08% 5.28% 5.57%

[1] Note: Moody's haa not published Asa utility band yields sincs 2001,
Sources: Council of Econoemic Advisors, Economic Indicators; Mergent Bond Record. Federal Reserve Bulleting vanous 1ssues.
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Year
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

Source: Council of Economic Advisors, Economic Indicators, various issues.
https://www.gpo.gov/fdsys/browse/collection.actic

S&P
Composite

322.84
334.59
376.18
415.74
451.21
460.42
541.72
670.50
873.43
1,085.50
1,327.33
1,427.22
1,194.18
993.94
965.23
1,130.65
1,207.06
1,310.67
1,476.66
1,220.89
946.73
1,139.31
1,268.89
1,379.56
1,642.51
1,930.67
2,061.20
2,092.39
2,448.22
2,744.68
2,912.50
3,218.50
4,266.80

STOCK PRICE INDICATORS

NASDAQ
Composite

491.69
599.26
715.16
751.65
925.19
1,164.96
1,469.49
1,794.91
2,728.15
2,783.67
2,035.00
1,639.73
1,647.17
1,986.53
2,099.03
2,26517
2,577.12
2,162.46
1,841.03
2,347.70
2,680.42
2,965.77
3,5637.69
4,374.31
4,943.49
4,982.49
6,231.28
7,419.27
7,936.85
10,192.67
14,358.18

DJIA
802.49
974.92
894.63
820.23
844.40
891.41
932.92
884.36

1,190.34
1,178.48
1,328.23
1,792.76
2,275,99
2,060.82
2,508.91
2,678.94
2,928.33
3,284.29
3,522.06
3,793.77
4,493.76
5,742.89
7,441.15
8,625.52
10,464.88
10,734.90
10,189.13
9,226.43
8,993.59
10,317.39
10,547.67
11,408.67
13,169.98
11,252.61
8,876.15
10,662.80
11,966.36
12,967.08
14,999.67
16,773.99
17,590.61
17,908.08
21,7413
25,045.75
26,378.41
26,906.89
34,009.89

S&P
Dividend/Price
Ratio
4.31%
3.77%
4.62%
5.28%
5.47%
5.26%
5.20%
5.81%
4.40%
4.64%
4.25%
3.49%
3.08%
3.64%
3.45%
3.61%
3.24%
2.99%
2.78%
2.82%
2.56%
2.19%
1.77%
1.49%
1.25%
1.15%
1.32%
1.61%
1.77%
1.72%
1.83%
1.87%
1.86%
2.37%
2.40%
1.97%
1.99%
2.09%
2.08%
1.94%
2.05%
2.18%
1.97%
1.90%
1.93%
1.89%
1.93%
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S&P
Earnings/Price
Ratio
9.15%
8.90%
10.79%
12.03%
13.46%
12.66%
11.96%
11.60%
8.03%
10.02%
8.12%
6.09%
5.48%
8.01%
7.41%
6.47%
4.79%
4.22%
4.46%
5.83%
6.09%
5.24%
4.57%
3.46%
3.17%
3.63%
2.95%
2.92%
3.84%
4.89%
5.36%
5.78%
5.29%
3.54%
1.86%
6.04%
6.77%
6.20%
5.57%
5.25%
4.59%
4.17%
4.22%
4.66%
4.53%
3.28%
3.79%
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2009
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr,
2010
1st Qfr.
2nd Gtr.
3rd Qtr.
4th Qitr,
2011
1st Qtr.
2nd Qtr.
3rd Qtr,
4th Qtr,
2012
1st Qtr.
2nd Qir.
3rd Qtr.
4th Qtr.
2013
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2014
1st Qfr,
2nd Qtr.
3rd Qtr.
4th Qitr,
2015
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr,
2016
1st Qtr,
2nd Qitr.
3rd Qtr.
4th Gtr,
2017
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2018
1st Qir.
2nd Qtr.
3rd Qtr.
4th Qitr,
2019
1st Qtr,
2nd Qitr.
3rd Qtr.
4th Qtr.
2020
st Qtr.
2nd Qitr.
3rd Qfr.
4th Qtr.
2021
1st Qtr,
2nd Qtr.
3rd Qtr.
4th Qtr.
2022
1st Qir,
2nd Qtr.
3rd Qtr.
4th Qitr.

Source:

S&P
Composite

809.31

892.23

996.68
1,088.70

1,121.80
1.135.25
1,096.39
1,204.00

1,302.74
1,319.04
1,237.12
1,22565

1,347.44
1,350.39
1,402.21
1.418.21

1,514.41
1,609.77
1,675.31
1,770.45

1,834.30
1.900.37
1.975.85
2012.04

2063.46
2102.03
2,026.14
2,053.17

1,948.32
2.074.99
2.161.36
2,184.88

2,323.95
2,396.22
2,467.72
2,604.98

2,73258
2,703.16
2,850.89
2,692.00

2,722.08
2,882.89
2,958.59
3,086.44

3,069.30
2,928.75
332162
3.554.33

3,862.56
4,182.51
4,421.15
4,600.96

4,467.02
4,110.:20
3,973.60

STOCK PRICE INDICATORS
NASDAQ
Composite DJIA

1,485.14 7,774.06
1,731.41 8,327 83
1,985.25 9,229 93
2,162.33 10,172.78
2,274.88 10,454.42
2,343.40 10,570.54
2,237.97 10,390.24
2,534.62 11,236.02
2,741.01 12,024.62
2,766.64 12,370.73
2,613.11 11,671.47
2,600.91 11,798 65
2,902.90 12,839.80
2,928.62 12,765.58
3,029.86 13,118.72
3,001.69 13,142.91
3177.10 14,000.30
3,369.49 14,961.28
3,643.63 15,255.25
3,060.54 15,751.96
4,210.05 16,170.26
4,195.81 16,603.50
4,483.51 16,953.85
4607.88 17368.36
4821.99 17806.47
5017.47 18007.48
4,921.81 17,065.52
5,000.70 17,482.97
4,609.47 16,635.76
4,845,55 17,763.85
5,165.06 18,367.92
5,309.89 18,864.77
5,730.36 20,385.12
6,087.11 20,979.77
6,344.72 21,889.58
6,762.93 23,713.18
7,250.93 25,122.58
7,356.20 24 555.62
7,877.47 25,613.63
7,192.48 24,891.19
7.346.37 25161.98
7.874.48 26,102.16
8,068.08 26,682.54
8,458.48 27,566.95
8,808.14 26,679.05
9,079.35 24,542.40
10,933.61 27.313.53
11,849.58 29,092.58
13,364.27 31,492.85
13,839.28 34,121.17
14,839.71 34,910.40
15,389.46 35,515.14
14,017.79 34,711.46
12,214.27 32,713.72
11,865.25 31,731.48

Council of Economic Advisors, Economic Indicators, various issues.
https://www. gpo.gov/fdsys/browse/collection actiontcollectionCode=ECON|

https:/fycharts.comfindicators/sp 500 dividend yield

S&P
Dividends/Price
Ratio

3.00%
2.45%
2.16%
1.99%

1.94%
1.97%
2.09%
1.95%

1.85%
1.97%
2.15%
2.25%

2.12%
2.30%
2.27%
228%

2:21%
2.15%
2.14%
2.06%

2.04%
2.06%
2.02%
2.03%

2.02%
2.05%
2.16%
2.16%

2.31%
2.19%
2.13%
2.13%

2.05%
2.02%

1.88%
1.92%
1.83%
1.98%

2.00%
1.93%
1.92%
1.88%

1.80%

2.08%
1.82%

1.36%
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S&P
Earnings/Price
Ratio

0.86%
0.82%
1.19%
4.57%

5.21%
6.51%
6.30%
6.15%

6.13%
6.35%
7.69%
6.91%

6.29%
6.45%
6.00%
6.07%

5.59%
5.66%
5.65%
5.42%

5.39%
5.26%
5.38%
4.97%

4.80%
4.60%
4.72%
4.23%

4.20%
4.14%
4.11%
4.22%

4.24%
4.29%
4.25%
4.11%

4.37%
4.51%
4.47%
5.28%

4.74%
4.60%
4.46%
4:32%

4.50%
3.20%
2.92%
2.51%

4.37%
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R G PC ONE RATIO!
10-Year 5-Year 5-Year Combined 5-Yr
Historical Average Average Projected Average Historical &
Company 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2012-2021 2017-2021 2022 2023 2025-'27 2022-2026 Projected Avg.

1 ALLETE Inc. ALE 56.3% 55.4% 55.8% 53.7% 58.0% 58.0% B0.1% 51.4% 59.0% 57.8% 57.7% 58.5% B0.5% B0.5% 59.5% B0.2% 59.8%
2 Alliant Energy Corp, LNT 48.4% 50.8% 47 5% 50.0% 46.1% 49.8% 45.7% 47 6% 44.9% A7 1% A7 B% AT 0% 45.5% A46.0% 45.0% 45.5% 46.3%
3 Ameren Corporation AEE A48.4% 53.7% 51.7% 49, 7% 51.3% 49.8% 48.8% 47.1% A4.3% 43.3% 48 5% 46.7% 44.0% A4B.0% AB.5% 46.2% 46.4%
4 American Electric Power AEP 49.4% 45.9% 51.0% 50.2% 50.0% 48.5% 46.8% 43.9% 41.5% 44.7% 4T 2% 44.5% 42.0% 42.0% 42.5% 42 2% 43.3%
5 Duke Energy Com. DUK 52.9% 52.0% 52.3% 51.4% AT A% 46.0% 46.2% 44.1% A4.4% 43.1% 48,0% 44.8% 42.0% A0.0% 37.5% 35.8% 42.3%
6 Entergy Corp, ETR 429% 43.6% 43.8%. 40.8% 35.5% 35.5% 35.9% ITA% 33.7% MNT% 381% 34.8% 32.5% 33.0% 33.5% 33.0% 33.9%
7 Evergy, Inc. EVRG MiA MIA MIA NiA Nia MNiA B0.0% 49.4% AB.T% 49.8% 852.0% 852.0% AB.5% 48.5% A6 5% A7 8% 49.9%
& |DACORP, Inc. DA 54.5% 534% 54.7% 54.4% 55.2% 56.3% 56.4% 58.7% 56.1% 57.2% 55.7% 56.9% 56.5% 52.5% 50.0% 53.0% 55.0%
9 NextEra Energy, Inc. NEE 40.9% A42.9% 45.0% 45.8% 46.7% 47.3% 56.0% 48.6% 46.5% 42.2% 46.3% 48.3% 41.5% 43.5% 44.0% 43.0% 45.7%
10 NorthWestem Corporation NWE 46.2% 46.5% 46.6% 46.9% 48.0% 49.8% AT 8% 47.5% 47 2% A7 8% 47 4% 48,0% 50.0% 50.5% 51.0% 50.5% 49,3%
11 OGE Energy Corp, OGE 49.3% 56.9%: 54.1% 55.7% 58.9% 5B.3% 58.0% 56.4% 51.0% 47.4% 54.6% 54.2% 53.0% A8.0% &0.0% 50.3% 52.3%
12  Otter Tail Corparation OTTR 54.4% 57.8% 53.5% 57.6% 57.0% 58.7% 55.53% 53.1% 58.2% 57 4% 56.3% 56.5% 58.5% 58.5% 57.5% 58.2% 57.4%
13 Porlland General Electric Co, FOR 52.9% A48.7% 47.3% 52.2% 51.6% 49.5% 53.5% AB.7% 45.4% 43.2% 49.4% 48.3% A4.5% 44.0% 42.5% 43.7% 46.0%
14 Southem Company 80 47.3% 45.8% 47.3% 44.0% 35.7% 35.0% 37.6% 38.5% 381% 35.6% 40 6% 372% 36.0% 36.0% 37.0% 36.3% 36.7%
15 Xeel Energy, Inc, XEL 46.7% A6.7% 47.0% 45.9% 43.7% 441% 43 6% 43.2% A2.6% 41.8% 44.5% 43.1% 42.0% 42.0% 42.0% 42.0% 42.5%

Average 49.4% 80.2%: 489.8% 49.9% 48.9% 48.1% 50.1% 48.5% 46,85 45.8% 48.0% 48.1% 46, 5% 46.1% 45.85% 46.1% 47.11%

Source: Value Line Investment Survey (assorted dates; Oclober 21, 2022; November 11, 2022, and December 9, 2022).

NOTE: TEF has reduced exposure to financial risk than Ms: Bulkley's Prosy Group; thus.a d d Hamada risk adj should be made to TEP's COE
TEP Proposed Common Eqully Ratio: 54.3225%

Ms. Bulkley's proxy group average common equity ratio; 47.1142%




